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I 


NY discussion of unemployment policy must begin by 
distinguishing between what I should like to call “par- 


tial” and “general” unemployment. In so far as unem- 
ployment is only partial, i.e., is restricted to certain industries or 
certain geographical areas while there is at the same time a scar- 
city of labor in other industries or geographical areas, the existence 
of unemployment is merely an outcome of a maldistribution in 
the supply of labor; and a permanent remedy for this kind of un- 
employment can only consist in the correction of this maldis- 
tribution. Such a correction is brought about—in time—automat- 
ically, through the operation of the forces of the market; and all 
that the state or any other authority could do is to speed this 
process of adjustment (by schemes of labor transference, etc.). 
Any other measure in this case would merely represent a pallia- 
tive, not a solution of the problem, and would retard the essential 
readjustment. 
The case is different when unemployment is general, i.e., when, 
at a given general level of wages, even the optimum redistribution 
* This is a revision of a paper read at the New York meeting of the Econometric 
Society, December, 1935. 
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of the labor force between different industries and geographical 
areas would not reduce to a significant extent the volume of un- 
employment. In this case unemployment must be the result of 
either a reduction in the marginal productivity of labor relatively 
to other factors or an increase in the cost of labor; and whatever 
the cause, the remedy will always involve either an increase in 
marginal productivity or a reduction in labor cost.’ 

Methods of reducing unemployment by increasing the produc- 
tivity of labor can be grouped under three headings: 

1. State employment of labor (public works), which will in- 
crease labor’s marginal productivity in so far as a unit of expendi- 
ture by the state causes a larger net demand for labor than the 
expenditure of private individuals which it replaces.* 

2. State stimulation of production by tariffs or subsidies, which 
will also increase the marginal net productivity of labor in so far 
as the stimulated industries have a larger relative demand for la- 
bor than the unstimulated industries which will bear the burden 
of the state policy.‘ 

3. The acceleration of real investment through a reduction in 
the rates of interest. Under this heading fall all “monetary” ways 
of relieving unemployment (as well as an increase in the rate of 
capital accumulation which does not involve monetary expansion, 
if such is possible), irrespective of whether the monetary expan- 
sion is due to state policy or is merely the “natural” effect of “re- 
covery.” 

The methods of reducing unemployment by reducing the cost 
of labor give us two further possibilities: 

4. A reduction in the level of wages. 

5. A general subsidy on wages. 

2 One should distinguish, furthermore, between temporary and permanent causes: 
between “cyclical” and “technological” unemployment; but this is less important 
for the purposes of the present paper. 

3 I am assuming that the state expenditure in this case is covered by taxation or 
“non-inflationary” borrowing. In so far as it is expected to be covered by monetary 
expansion, it ought to fall under (3). 

4 Other things being equal, the imposition of an appropriately selected tariff can 
always increase the volume of employment at a given wage level—a point which is 
generally conceded by intelligent free-traders. 
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All possible ways of eliminating unemployment could be 
brought under these five headings; and theoretically, at any rate, 
it should be possible to eliminate unemployment by any one of 
these methods, althoug’ there may be insuperable practical obsta- 
cles to carrying out some of these policies to the necessary extent. 
It is the purpose of this paper to show that, as between all these 
different methods, the one most neglected by economists and 
politically the least favored,’ a subsidy on wages, possesses, from 
a theoretical point of view, a distinct superiority over most of the 
others. 

II 

Let us begin by comparing the relative effects of a given per- 
centage reduction in wages and a subsidy on wages of an equiva- 
lent amount. For the moment we shall ignore the question of 
how the cost of the subsidy is raised. Then the cost per unit of 
labor for individual employers will be reduced by precisely the 
same amount in both cases; and we can only conclude that the 
effects on employment will also be identical, depending in both 
cases on the elasticity of demand for labor. 

This conclusion is undoubtedly correct if we take into account 
the effects of an isolated wage reduction, or wage subsidy, in a 
single industry. When, however, a general wage reduction or 
wage subsidy is considered, certain complications arise. 

In the first place, a general wage reduction by a certain per- 
centage or amount is only feasible if there is a sufficient unem- 
ployed reserve of labor within each “non-competing group’” to 
meet the increase in the demand for labor, for wages can only be 
reduced up to the point at which the total available labor supply 
becomes employed. For the same reason, a general wage subsidy 


5 The only economist of distinction, known to the present writer, who has given 
serious consideration to the question of wage subsidies is Professor Pigou. Cf. 
The Economics of Welfare (4th ed.; London, 1932), Part IV, chap. vii, and The Theory 
of Unemployment (London, 1933), Part III, chap. iv. The only practical instance of 
a policy of wage subsidies on a considerable scale is the “Papen Plan” in Germany 
(1932), which remained in operation only for six months. 

6 A “non-competing group” consists of a group of industries or firms (situated in 
the same district for example, and using the same type of labor) within which labor 
is highly transferable. 
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of a given percentage or amount will lead to an increase in wages, 
rather than an increase in employment, in those non-competing 
groups where the amount of unemployed labor is less than the in- 
crease in the quantity of labor demanded at the previously pre- 
vailing rate minus the subsidy. It is only by assuming that this 
is not the case that we can measure the effects of a given wage 
subsidy on employment by the elasticity of the demand for labor 
in industry as a whole, which is a weighted average of the elas- 
ticities of demand in individual industries.” We shall consequent- 


7 The elasticity of demand for labor in each industry (or non-competing group) 
will be different, of course, according to whether the reduction in wages only refers to 
the labor available to the industry (the wages in all other industries remaining con- 
stant) or whether it implies an equivalent percentage of reduction in wages for all 
industries. The elasticity of demand for labor in industry as a whole is obtained by 
taking the elasticity of the second type of demand curve for each industry and 
weighting it according to the amount of labor employed in each industry. It is im- 
portant to bear in mind that the elasticity of the second type of demand curve is 
normally always larger, and may be very considerably larger, than the elasticity of 
demand curves of the former type (cf. Pigou, The Theory of Unemployment, pp. 61- 
76, for an analysis of this question). Roughly speaking, it is equal to what the elas- 
ticity of the former type of demand curve would be, if the demand curves for all 
commodities were infinitely elastic. It approximates therefore the elasticity of the 
marginal productivity curve of labor. 

Fortunately, this enables us to reduce the problem to simpler dimensions for de- 
termining the actual magnitude of this elasticity. For we know that the elasticity of 
the average productivity curve is always equal to 


Average product 
Average product — Marginal product 





i.e., it depends on the ratio of wages to net output per head. We also know that the 
elasticity of marginal productivity curve is greater than, equal to, or smaller than, 
the elasticity of the average productivity curve, according to whether the elasticity 
of this latter curve is rising, constant, or falling. Finally, we can determine inde- 
pendently, from the ratio of wages to net output per head, the elasticity of the mar- 
ginal productivity curve when it is linear, i.e., when its elasticity is falling so rapidly 
as to make the slope of the curve constant. In this case the elasticity of the marginal 
productivity curve is equal to 


Marginal product 
2 (Average product — Marginal! product) * 





Constant elasticity curves—where the elasticities of both marginal and average 
curves are equal at a given level of employment—would imply that an increase in 
output, associated with an increase in employment, would leave the ratio of wages 
to output per head unchanged. A linear curve would imply that the ratio of wages to 











WAGE SUBSIDIES AS A REMEDY FOR UNEMPLOYMENT 725 


ly assume that a general wage subsidy is only granted in such cir- 
cumstances and only to such an extent as would make a general 
wage reduction of an equivalent amount échnically feasible—in 
other words, a general wage subsidy which leaves the relative level 
of wages in different non-competing groups unaffected.* 

In the second place, a general wage reduction will always cause 
some reduction, temporary or otherwise, in the demand for con- 
sumption goods, and will thus reduce, or tend to reduce, the 
price level of consumption goods. A given reduction in money 


output per head is falling at a faster rate, following upon an increase in employment, 
than the rate of increase in employment itself. Available statistical material appears 
to indicate that, while an increase in employment, in the short run at any rate, is 
normally associated with a decrease in the proportion of labor incomes in the social 
dividend, this decline is not so rapid as would be required by the hypothesis of a lin- 
ear marginal productivity curve. It therefore appears probable that, while the elas- 
ticities of the productivity curves are falling rather than rising, the curves are never- 
theless, over the relevant range, concave (upward), i.e., that the actual value of the 
elasticity of labor’s marginal productivity curve, and thus of the demand curve for 
labor as a whole, must fall between the values indicated by the hypotheses of linearity 
and constant elasticity. These considerations enable us to determine the limits with- 
in which the actual value of the elasticity must fall merely from the knowledge of 
the relation of wages to net output per head. If, on the average, wages are three- 
fourths of the value of output per head, the elasticity of the demand curve for labor 
should fall between 4 and 14; while if wages are two-thirds of the value of output per 
head, it should be between 3 and 1; if they are only one-half, it must lie between 2 
and 4. On the whole, it appears fairly safe to regard 2 as the most probable value of 
this elasticity. 

The foregoing calculation refers, of course, to changes in real wages (or rather, 
real labor-cost). It ignores the possibility of the rates of interest changing in conse- 
quence of an increase in employment, which however, as we shall see later on, is not 
likely to be important. It also neglects the fact that in many industries, owing to 
lack of competition, prices are higher than marginal costs, while in the foregoing cal- 
culation wages were regarded as being equal to the value of the marginal product of 
labor. This factor is not likely either to call for significant correction. For while the 
fact that wages are lower than the value of the marginal product of labor tends to 
make the ratio of marginal to average products lower, and thus the value of the elas- 
ticity of demand lower, than it really is, it also ignores the fact that increases in 
employment may be associated with a decline in the ratio of wages to the value of 
the marginal product of labor. These two factors tend to cancel each other out and 
thus make it unlikely that together they exert an important influence. 

* This is always much more likely to be true for small changes in labor cost than 
for larger changes. Beyond a certain point, therefore, it will always be true that an 
increase in the rate of subsidy will only increase employment in a diminishing pro- 
portion. 
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wages will therefore be unlikely to cause the same percentage of 
reduction in real wages and, in consequence, will generally cause 
a smaller increase in the volume of employment than a given per- 
centage of reduction in real wages. In Professor Pigou’s terminol- 
ogy, the elasticity of the money demand for labor will be smaller 
than the elasticity of the real demand for labor.? In times of deep 
depression it is even possible that the effects on employment of a 
general reduction of money wages will be zero or negative, while 
the effects on employment of a reduction in real wages must al- 
ways be positive. 

Now, in the case of a general wage subsidy, as distinct from a 
wage reduction, the demand for consumption goods cannot be re- 
duced, but only increased, as a result-of the subsidy. For the mon- 
ey incomes of workers already in employment will be unaffected, 
while the money incomes of additionally employed workers will be 
necessarily increased. A given reduction in money labor cost, 
caused by a wage subsidy, will therefore necessarily lead to an 
equivalent or greater reduction in “real labor cost”—in other 
words, the elasticity of money demand for labor, in respect to 
wage subsidies, must be equal to, or larger, than the elasticity of 
the real demand for labor. We can now establish our first con- 
clusion: that a general subsidy on wages will, especially in times of 
economic depression, have far greater effects on employment than an 
equivalent general reduction in money wages.*° 

9 The Theory of Unemployment, pp. 100-106. 

1° The foregoing argument holds true for all monetary systems where the money 
rates of interest are not regulated in such a way as to keep aggregate money incomes 
constant (where, therefore, aggregate money income is some function of aggregate 
real income.) It holds true, in particular, in the case where the money rates of inter- 
est remain unafiected by the change in wage rates (or the wage subsidies); and also 
in the case where the reduction in money wages is not offset by a sufficient reduction 
in the money rates of interest. Translated into Mr. Keynes’s new terminology (The 
General Theory of Employment, Interest and Money (London, 1936], chap. iii), it im- 
plies that a general subsidy on wages is capable of bringing about a shift in the ag- 
gregate supply function, relatively to the aggregate demand function, which, on 
Mr. Keynes’s assumptions, is not possible in the case of a general reduction of wages. 
For the factor which is relevant in determining the volume of employment is not 
“real wages” but “real labor cost”; or rather, it is the former only on the implicit 


supposition that the former is always identical with the latter. 
In so far as a general subsidy on wages is capable of causing a rise in the money 
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The type of subsidy contemplated in the foregoing is a flat rate 
(either some percentage of wages or a lump sum per worker) pay- 
able on all labor and equal in all industries. It is probable that a 
graduated subsidy (varying in different industries and places ac- 
cording to the percentage of unemployment or the elasticity of de- 
mand for labor) will lead to much better results per unit of cost 
to the state. On the other hand, such a graduated subsidy will 
have effects similar to a tariff in distorting the productivity rela- 
tions between different industries; and in addition it will tend to 
prevent necessary adjustments in the distribution of the labor 
supply. It should therefore only be resorted to when there is no 
possibility of transferring unemployed pools of labor from one 
industry (or place) to another; when a state of chronic unemploy- 
ment is regarded as a social evil in itself; and when it is improbable 
that the increased output, created by the absorption of the unem- 
ployed, will merely reduce the price of exports without increasing 
the real income of the community. Even so, it is very much better 
to give a differential rate of subsidy to labor employed within 
certain areas than to labor employed in particular industries, for 
labor is generally much more highly transferable between differ- 
ent industries in the same area than between industries of differ- 
ent areas, whereas industries are often induced to move even un- 
der a slight stimulus. 

It is more difficult to judge, a priori, the relative merits of a 
policy of subsidizing all wages or a policy of subsidizing “addition- 
al employment” only. Apart from the technical difficulties in- 
volved in administering subsidies of the latter type, it is by no 
means clear which of the two policies is more advantageous (from 
the point of view of the state) in the long run. For a subsidy on 
additionally employed labor alone cannot change the relative 
costs of production of different commodities, already produced; 
it can only affect the costs of additionally produced output. Nor 
can it affect the type of “machinery” which it is optimal to com- 
bine with labor already employed. In so far as the so-called 





rates of interest, the conclusion above may require some modification. The possi- 
bility of this is discussed below. 











728 NICHOLAS KALDOR 


“short-period elasticity” is small—which will be the case in 
“boom times” if the existing plant capacity is fully employed— 
the main way through which a change in labor cost will affect the 
volume of employment is partly through a change in the type of 
“machinery” used, partly through a relative increase—on account 
of the fall in relative costs—in the output of those commodities 
which contain relatively more labor. These latter effects, however, 
do not come into operation if only additionally employed labor is 
subsidized. In the long run, therefore, a given rate of subsidy on 
all wages will have much larger effects on employment than a 
subsidy on additionally employed labor, and the difference might 
even be so great as to make the net cost to the state (for a given 
amount of additional employment) ultimately less in the first case 
than in the second. This will be more likely the greater the 
amount of unemployment and the longer the period over which 
it has already persisted. It appears therefore that a policy of sub- 
sidizing additional employment—apart from the technical diff- 
culties connected with its administration—is more appropriate 
for dealing with the “cyclical” unemployment resulting from an 
industrial depression—when the short-period elasticity of the 
real demand for labor is large—while a policy of subsidizing all 
wages is more appropriate for dealing with “chronic” unemploy- 
ment which has resulted either from technological inventions re- 
ducing the marginal productivity of labor or trade-union action 
raising the level of wages above the long-run “equilibrium”? level. 
In the following we shall deal only with subsidies of the latter 
type, since all our conclusions as to the cost of these will hold a 
fortiori for subsidies of the former type. 


lil 

We may now consider how far the foregoing conclusion is mod- 
ified if the cost of the wage subsidy is taken into account. The 
consideration of this question will also enable us to judge the rela- 
tive, merits of a scheme of wage subsidies and of methods of 
alleviating unemployment through other forms of state expendi- 
ture. 

Assuming that the expenditure involved in administering the 
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subsidy is not covered by borrowing (or monetary expansion), we 
have to consider, first, the net cost of a scheme of wage subsidies 
to the state and, second, the ultimate cost to the tax-paying com- 
munity as a whole. 

The net cost of the wage subsidy to the state, as we shall pres- 
ently see, might be negative as well as positive; but in either case 
it will be smaller if the subsidy takes the form of removing an ex- 
isting tax on wages (pay-rolls) than in the case where the subsidy 
is a direct payment (of an equivalent amount), owing to the differ- 
ence, in the two cases, in the volume of employment on which the 
tax, or subsidy is paid. The removal of existing insurance con- 
tributions paid by employers with respect to workers is therefore 
the optimal form of administering such a subsidy. The cost in- 
volved to the state in this case will be negative as long as the elas- 
ticity of the demand for labor is equal to, or greater than, the ratio of 
wages to unemployment benefits. 

This can be proved in the following way: Let i be the rate of 
contribution per worker, w the rate of wages, b the rate of unem- 
ployment benefits, A the number employed at a wage rate w, h 
the number of additional unemployed created by increasing the 
cost of labor from w to (w+), e the elasticity of demand for 
labor. Then the condition under which the cost of the additional 
unemployment will be equal to the total revenue obtained from 
the employers’ contributions can be written in the form: 


If h i(A—h)=bh. 
>o, 
fA 
i(j-1)=9, (x) 
. whh i 
But since ay they ee 
A w 
h ei’ (2) 


Substituting (2) into (1), 


w, 
——i=b, 
e 


- & 
- ° 
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Writing 5 =wr, where r is the ratio of unemployment benefits to 
wages, 


o—-,. (3) 


Hence 
I 
e<-. 
Tr 


The cost of removing the contribution will therefore be negative 
if e=1/r, since then the saving in the cost of unemployment will 
necessarily be larger than the loss of revenue. (This is the case, 
e.g., when e=2 and b=w/2.)"™ 

In the case where a direct subsidy is granted, analogous reason- 
ing leads to the result that the elasticity of demand for labor must 
here be larger than the ratio of wages to benefits, in order that the 
cost of the subsidy should be negative to the state. 

Writing s for the rate of subsidy per worker, and / for the num- 


In case the revenue from an insurance contribution is expected to cover the 
cost of maintaining those already unemployed (in addition to those who become 
additionally unemployed on account of the contribution), this will be possible only 
if 

i(A—h)2=K(H+4) , 


where H is the number of the initially unemployed. Assuming the two to be equal, 
and writing r=b/w, k= A/H, and s=i/w, the foregoing equation (3) becomes 
rk 
ss 
e= 7+2 ° 
On any reasonable assumption about the numerical values of r, k, z, this expression 
will either be negative or, if positive, will be very unlikely to be greater than 1. 
This method of financing unemployment insurance is therefore only possible if the 
elasticity of demand for labor is very small—otherwise the attempt to do so can 
only lead to a cumulative increase in unemployment and the total breakdown of the 
system. If, e.g., the initial unemployment is ro per cent, the unemployment benefit 
40 per cent of wages, and the insurance contribution 5 per cent (which are very con- 
servative figures for a country like Great Britain, for instance), the elasticity of de- 
mand for labor must not be larger than 4/9. It must not be forgotten, of course, that 
in most countries actually only a small proportion of the cost of maintaining the un- 
employed is covered by employer’s contributions. (In Great Britain only about 1/5 
or 1/2.5, if the health insurance contributions are also included.) 
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ber of additionally employed, resulting from the payment of the 
subsidy, the cost will be zero if 


s(A+h)=bh, 
from which by analogous reasoning, 


I 
e=—— 


s , 
into 
w 
hence 


I 
e>-, orer>1. 


The percentage of increase in employment which can be created 
without imposing any net expenditure upon the state is: 


h 
_ ’ 


for # =, s=b—™, and b=ur. 
A w e 

It is clear from the foregoing that, on any reasonable assump- 
tions about the elasticity of demand for labor and the cost of 
maintaining the unemployed, neither the removal of a pay-roll 
tax nor the imposition of a subsidy is likely to involve an appre-' 
ciable burden upon the state; and it is possible, if not likely, that 
the cost will be negative to the state in both cases. The net re- 
sult depends, of course, upon the elasticity of “real” demand for 
labor, a factor concerning which few estimates were made. We 
have already shown earlier” our reasons for supposing that 2 is 
the most probable value of this elasticity. According to Professor 
Pigou’s more comprehensive calculations," in periods of indus- 
trial depression, the numerical value of the short-period elasticity 
of real demand for labor cannot be smaller than 3; and even in the 
very short period, in a country like Great Britain, it is unlikely to 
fall below 2. The long-period elasticity would then be neces- 


™ Cf. above, p. 724, Nn. 7. 
*3 The Theory of Unemployment, pp. 88-97, esp. p. 96. 
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sarily greater. If we accept these estimates as to the order of mag- 
nitudes involved, even if not necessarily as to the actual figure— 
which seems to be supported also by other researches in this 
field*‘*—and if we further take into account that the average cost 
of maintaining the unemployed is likely to be as much as 40 per 
cent of wages and will, in most countries, probably fall between 
one-half and one-third of wages, we cannot be far wrong in as- 
suming that the cost of such a subsidy scheme, even if positive, 
cannot be larger than a fraction of the amount actually distribu- 
ted.*5 


4 Paul H. Douglas, The Theory of Wages (New York, 1934), pp. 152 ff. Professor 
Douglas, by a different method, reaches the conclusion that it is 4. Professor 
Douglas’ results appear to me to be rather exaggerated owing to his basic assump- 
tion of constant elasticity functions. Cf. on this question p. 724, n. 7, above. 

*s In Great Britain the unemployment and health insurance contributions, paid 
by employers, amount to about 3 per cent of wages and yield some £40,000,000. 
Their removal might easily increase the demand for labor by 6 per cent within a 
period of two years (assuming the elasticity of demand to be 2), which would reduce 
unemployment by some 600,000 workers, under the assumption that this amount of 
general unemployment still exists. In that case the net cost to the state would not ex- 
ceed £10,000,000. It is highly questionable, however, whether in Great Britain, at 
the present time, this amount of “general unemployment” is still available. If allow- 
ance is made for “normal unemployment,” which is an inevitable feature of the 
labor market, the average unemployment in the relatively prosperous areas (South- 
east and Southwest of England and the Midlands, which together employ about 
one-half of the insured working population) is probably not more than 1.5—2.0 per 
cent. The same measure, confined to the depressed areas (Northeast and North- 
west England, Scotland, and Wales), where the average unemployment in excess of 
“normal unemployment” is still over 15 per cent, might, however, reduce unemploy- 
ment by as much as 250,000-300,000 at no greater cost to the state than some 
£5,000,000-£7,000,000. 

In the United States, the Social Security Act of 1935 provides for the gradual im- 
position of an aggregate tax on wages of 9 per cent, of which 6 per cent will be paid 
by employers and 3 per cent by workers. The effect of this on unemployment will 
depend partly on the extent to which the employers will be able to shift the incidence 
to the workers and partly on the phase of the business cycle which will be operative 
when the taxes come into operation. There is no need, of course, to assume that 
wages are “entirely rigid” in order that the imposition of the pay-roll tax should 
have a permanent effect on employment. Unless the elasticity of the supply curve 
of labor is actually zero—and such an assumption is certainly not warranted by ex- 
perience—the employers can at best shift a part, but not the whole, of the tax bur- 
den in the form of reduced wages to the workers. Assuming that in the United 
States employers generally will be able to shift as much as one-half of the taxes in 
the form of wage reductions, and assuming that the elasticity of demand for labor 














WAGE SUBSIDIES AS A REMEDY FOR UNEMPLOYMENT 733 


IV 


The foregoing results, however, become much more favorable 
once we turn to consider not the net cost to the state but the ulti- 
mate cost to the tax-paying community as a whole.” For even if, 
on account of either of two possible reasons—a small elasticity of 
demand for labor or a small rate of expenditure upon the unem- 
ployed—the cost of the wage-subsidy scheme is large, necessitat- 
ing considerable additions to general taxation, the cost of the sub- 
sidy will still be negative to the tax-paying community as a whole, 
since the wage subsidy will augment taxpayer’s incomes by al- 
most as much as the subsidy itself. With regard to that part of 
the subsidy which is paid on labor already in employment, the 
tax-paying community’s income is“augmented by precisely the 
same amount as the total amount of the subsidy, while on addi- 
tionally employed labor, the loss to the tax-paying community is 
not likely to be larger than half the raté of subsidy per additional- 
ly employed worker."’ ‘The net burden on the taxpayers as a whole 
will therefore necessarily be negative as long as the rate of sub- 
sidy per worker is less than twice the cost of maintaining the un- 
employed (the rate of unemployment benefit per worker), and 


as a whole is 2, the net effect of the pay-roll taxes imposed by the Social Security 
Act will be to decrease the volume of employment by over 2,000,000 below the level 
it would have reached otherwise. 

*6 For simplicity we assume that the term “tax-paying community” comprises all 
classes other than wage-earners (which will be the case if, e.g., the sums required to 
finance wage subsidies are raised by means of the income tax). In case part of the 
additional taxation falls on wage earners (if, e.g., the scheme is financed by means 
of a sales tax), the balance of gain from the point of view of non-wage-earners will 
be still more favorable than in the results given above. 

17 Since the value of the product created by additional employment cannot fall 
short of the cost of additional employment by much more than this amount. For 
the cost of additional employment will be #w; while the value created by additional 
employment is, under the assumption that the demand curve for labor is a straight 
line within the range of A and A+4, equal to the area of the trapezoid bounded by 
w—A—(A+h)—(w—s), which is (w+w—s) (4/2)=h[w—(s/2)]. If the demand 
curve is concave (upward), it will be slightly more than this; if it is convex, it will be 
slightly less (cf. also Pigou, Economics of Welfare [4th ed.], p. 701). In the absence of 
purely competitive conditions the additional product associated with an & increase 
in employment will be necessarily larger than A[w—(s/2)], and thus the balance of 
gain more favorable from the point of view of non-wage-earners. 
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this will certainly be the case under all conceivable circum- 
stances." '® This conclusion, moreover, is independent of the 
elasticity of demand for labor as long as this elasticity is greater 
than zero. A scheme of wage subsidies will therefore always in- 
crease total output, and this will always partly augment the total 
income of labor and partly augment the total income of the rest 
of the community. The extent of this increase, following a given 
rate of subsidy, will also depend on the effect of the scheme (and 
of the methods adopted to finance it) on the “liquidity prefer- 
ences” of individuals, i.e., to what extent it causes a net monetary 


expansion. 

Suppose, e.g., that a certain wage subsidy is granted (say a 
lump sum per worker) in the form of a relief (or credit) from gen- 
eral income tax, proportional to the number of workers employed 
by the income or corporation taxpayer, while the general rate of 


*8 The total cost will be s(A-+s4)—sA+h(w—s) —h[w—(s/2)]—bh=(s/2)h—bh. 
The negative of this sum represents, therefore, the net gain in income accruing to 
all classes other than wage-earners as a result of the payment of the subsidy, while 
the net gain of wage-earners as a class will be A(w—b). The net gain of all classes 
(the increase in the national dividend)—which, as we have seen, is A[w—(s/2)}— 
will be distributed therefore among wage-earners and non-wage-earners in the ratio of 
[w—b]/[b—(s/2)]. If we allow for the fact that a part of the additional product is 
likely to be made for export, an adjustment has to be made for the change in the real 
ratio of international trade consequent upon the increase in output. In that case the 
net increase in the social dividend will be not, A[w—(s/2)], but [4—Ak(1/»)].[w— 
(s/2)], where & is the proportion of additionally employed workers engaged in pro- 
ducing export goods and 7 the elasticity of foreign demand for export goods. The 
balance of gain from the point of view of non-wage-earners will, however, still be 
positive so long as 


I 
+ ear 
7 w-- 
2 


which is likely to be the case for most industrial countries. 


9 It is important to bear in mind that, contrary to appearances, the net cost to 
the tax-paying community as a whole will always be less if this subsidy is paid on 
all labor than if it is paid on additional employment only. For the cost of the sub- 
sidy paid for labor already in employment is exactly offset by the gain from the re- 
ceipt of such a subsidy; while the cost of the subsidy paid after additionally em- 
ployed labor will be all the more negative the larger the amount of additional em- 
ployment created by any given rate of subsidy. We have seen above (p. 727) that in 
the former case this increase will always be larger than in the latter case. 
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taxation is raised to a corresponding extent so as to provide the 
same income to the state. For the iime being, the total amount 
raised by taxation will be the same as before, while gradually, as 
the number of unemployed and the cost of unemployment dimin- 
ish, the state will be in a position to lower the general rate of taxa- 
tion. At the beginning, at any rate, some people will pay more, 
others less, in taxes (than before), but the net income of taxpayers 
as a whole will remain the same; and even the net income of every 
income class, taken separately, will be likely to remain unchanged. 
The only change will be a shifting in the burden of taxation from 
those who employ relatively much labor (per unit of income) to 
those employing relatively little labor, i.e., from “employers” to 
“rentiers.”” The relative increase in the yield of capital along those 
lines where investment involves a heavy payroll will be the main 
factor tending to increase employment, in precisely the same way 
as in the case of a general reduction in real wages; the only differ- 
ence being that, whereas in the case of a wage reduction the yield 
of all capital will increase, in the case of a wage subsidy financed 
by taxation the yield in some lines will increase, in others de- 
crease; the change in relative yields, however, will be precisely the 
same in both cases. 

This implies that if the total volume of funds invested (per 
unit of time) is constant—which is merely another way of saying 
that the effective quantity of money, MV, remains the same—the 
increase in employment created by a wage subsidy and financed 
by taxation will be the same as the one which would be brought 
about by an equivalent reduction in real wages. This is no longer 
necessarily true, however, if the monetary effects are taken into 
account, for one of the effects of a reduction of real labor cost is 
the enlargement of investment opportunities available at given 
rates of interest and the consequent increase in the volume of 
funds seeking investment. This expansion, on the other hand, can 
be assumed to be all the larger the greater is the increase in pros- 
pective yields im general. Since the immediate increase in the rate 
of taxation needed to finance wage subsidies is necessarily larger 
than the ultimate increase, while investors in calculating future 
yields—in so far as they deduct income taxes from the yield of 
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capital—can be presumed to regard future rates of taxation as 
being identical with ruling rates, there is a prima facie case for 
financing the initial expenditure on wage subsidies by borrowing 
rather than by taxation (apart from any desire to stimulate 
monetary expansion)—at any rate, to the extent to which the 
initial rate of net additional expenditure exceeds the expected 
permanent rate of net additional expenditure, for such a policy 
is likely to reduce the permanent rate of expenditure itself. 

It remains to examine the possibility of how far a scheme of 
wage subsidies could lead to a contraction, rather than an expan- 
sion, of the aggregate volume of investment. (This might be the 
case if the policy leads to a rise in the long-term money rates of 
interest.) It will be sufficient to examine the situation in the lim- 
iting case, where the whole amount of the subsidy is financed by 
an increase in the general rate of taxation and where the whole 
amount raised by direct taxation is levied on entrepreneurs and 
property-owners, and none on the recipients of “earned incomes.” 
In this case, as we have seen, the average income from capital re- 
mains the same as before,”° while there will be an increase in the 
income from those types of investment which operate with relative- 
ly large expenditure of labor, and a fall in the income from those 
whose wages bill is relatively small. Expressed in terms of the 
stock exchange, the price of government securities would fall and 
the price of industrials rise. Any tendency toward “bearishness” 
created by the former will be offset by a tendency toward “bull- 
ishness” created by the latter. Even in this case, therefore, there 
seems to be no more reason to assume that the net effect will im- 
ply increased hoarding than to suppose that it will imply dis- 
hoarding. If we take into account, first, that not all income sub- 
ject to taxation is capital income and, second, that the total 
amount of additional taxation will always be smaller (and may be 


2° This is true under the assumption that the money demand for consumption 
goods remains unchanged. But, as we have seen, in the case of a general wage sub- 
sidy, as distinct from a wage reduction, the aggregate money income of wage-earners 
necessarily increases; and thus the effects on the aggregate money demand for con- 
sumption goods can only be favorable. Thus, while general wage reductions tend to 
set up anticipations of a sort calculated to nullify the effect of the reductions on the 
labor market, a general wage subsidy should not greatly affect anticipations; and, in 
so far as it does, it is likely to do so in a favorable direction. 
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very considerably smaller) than the amount distributed in sub- 
sidies—owing to the saving in the cost of unemployment—it be- 
comes overwhelmingly probable that the imposition of such a sub- 
sidy scheme will lead to monetary expansion rather than contrac- 
tion. 
V 

The argument so far has assumed that the subsidies leave the 
rate of wages everywhere unaffected, which will be true in so far 
as the rate of subsidy is not large enough to create an effective 
scarcity of labor in any of the “‘non-competing groups,” and in so 
far as labor will not demand an increase in the rate of wages so 
long as unemployment is higher than “normal.” It is, of course, 
difficult to say how far either of these assumptions is legitimate 
in practice. In so far as the subsidy creates significant increases 
in wages (or in a significant part of the system) the wage subsidy 
ceases to be an unemployment-relief measure and becomes a meas- 
ure of socialistic income redistribution, for then the subsidy will 
not benefit employers but only workers. The political danger, 
therefore, arising out of such a scheme as a permanent measure is 
that it might lead to an ever increasing demand for a rise in the 
rate of wages paid, which individual employers might be willing 
to concede in the hope of recouping themselves by extorting from 
the state a corresponding increase in the rates of subsidies on 
wages. Such a development, pushed far enough, might reduce the 
net income from capital so seriously as to defeat its own end by 
causing capital consumption on a large scale. As a long-run meas- 
ure, therefore, a scheme of wage subsidies is only feasible if the 
money rates of wages can be technically stabilized—in other 
words, if the state authority is powerful enough to make the pay- 
ment of wage subsidies conditional upon the maintenance of a 
steady level of money wages.” 

This latter problem, however, does not affect the argument in 
favor of a removal of existing taxes on wages, for the psychological 

* This does not imply, of course, a stabilization of the real income of labor. In 
so far as the real productivity of labor is increasing, the real income of labor will also 
increase, in the form of falling prices of consumption goods. It does imply, however, 
a monetary policy designed to stabilize the rate of money wages rather than the 
price level of consumption goods. 
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expectations which might be created by a direct subsidy will not 
arise merely through a removal of a tax. There is, in fact, no argu- 
ment possible in favor of a policy of taxing wages or pay-rolls—at 
any rate, while unemployment prevails. The ultimate reasons 
why such a tax is so much more pernicious in its effects than an 
income tax or a tax on other factors of production are twofold. In 
the first place, factors of production other than labor will only go 
out of use if their net productivity (minus the tax) becomes zero. 
Labor, on the other hand, has always a “reserve price,” and will 
become unemployed even if its net marginal productivity is posi- 
tive. In the second place, the existence of unemployed labor in- 
volves a special cost of maintenance upon the community, which 
must be deducted from the revenue which the taxes yield, which 
is not so in the case of “ultra-marginal” land or “ultra-marginal” 
machines. There can be no doubt that the policy manifesting it- 
self in the latest social security legislation of the United States is 
thus in flat contradiction to all canons of economic science.” 


VI 


We are now in a position to compare the relative advantages of 
subsidizing wages or of relieving unemployment by any of the 
other methods, such as public works, the stimulation of produc- 
tion or interest reduction through monetary expansion. 

1. It should be clear from the previous analysis that the crea- 
tion of a given amount of additional employment through public 
works must involve a relatively larger cost to the community, 
unless (a) the excess of the cost of the employment per unit of 
labor over the value of the product, created by public works is 
equal to, or smaller than, (5) half the rate of subsidy which secures 
the same additional employment. For we have seen reasons to 
assume that in the case of wage subsidies (a) is unlikely to exceed 
(b), irrespective of the elasticity of demand for labor. 

Now the “product” created by public works is frequently of 
such nature that it is difficult to assign a definite ““market value”’ 

* In order to avoid misunderstanding, it should be pointed out that nothing said 
above was meant to provide an argument against social insurance itself. It is only 


the particular method adopted by various countries for financing social insurance 
which is held to be pernicious, both from a financial and an economic point of view. 
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to it. Nor is there any need to do so (in order to make such a com- 
parison), as long as the “public works” in question are of a kind 
which ordinarily fall within the scope of activities of public au- 
thorities (such as road-building, etc.). There is every reason to 
concentrate such works in times of slack business. It is only when 
public works involve activities which are not ordinarily under- 
taken by public bodies—and which are only undertaken in order 
to relieve unemployment—that a comparison has to be made be- 
tween the value created by such public works and the value which 
the same quantity of labor could have created if absorbed by 
private industry. In regard to the latter type of public works, 
there is an a priori reason to believe that the value created by 
them will be relatively smaller—unless the state authority is 
sufficiently wise to employ labor in precisely those “submarginal”’ 
uses for which labor would have been employed if a wage subsidy 
or a wage reduction had induced entrepreneurs to employ them. 
The increase in the social dividend created by an increase in public 
employment is always likely to be smaller, therefore, than that 
caused by the same increase in private employment achieved 
through wage subsidies. 

The same argument still applies when the prime motive behind 
a policy of public works is to stimulate monetary expansion. In 
so far as the difference between the cost of additional employment 
and the value of produce created by additional employment is 
greater in the case of public employment than in the case of pri- 
vate employment, the same amount of stimulation must neces- 
sarily create a larger increase in the national dividend if it is spent 
in the form of subsidies on employment than if it is spent directly 
in the form of public works. 

Moreover, there is an important technical reason why a policy 
of wage subsidies is preferable to a policy of public works—at any 
rate, when it is a question of evening out the fluctuations in em- 
ployment due to the trade cycle. It should not be beyond the 
capacity of an efficient government so to regulate the rate of sub- 
sidy as to secure a stable volume of employment at a stable wage 
level. But even a very efficient government would find it difficult 
to produce public-works projects with sufficient rapidity and 
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scope, and with sufficient elasticity in their proposed duration, to 
secure this effect. The necessity of forming an accurate judg- 
ment of the business situation at all times makes the prospects 
of success from such a stabilizing policy somewhat doubtful in 
both cases. But even if we credit governments with the ability of 
forming such judgment, it is still very much easier—at short 
notice—to alter the rate of subsidy (or tax) than to alter the scope 
and extent of public works. 

2. An argument similar to the foregoing can be applied to the 
question of tariffs or subsidies on production. It is easy to see 
that the effects of these two policies—a subsidy on wages versus 
a subsidy on output—can never be identical; and if they diverge, 
it is the cost of wage subsidies which is smaller, from the point 
of view of the community as a whole. Even if we assume the state 
authority to be sufficiently wise to stimulate precisely those indus- 
tries which would be stimulated by a reduction in labor cost, the 
incentive to substitute labor for capital in production, within the 
same industry, will be absent; and consequently it will require a 
much larger degree of stimulation (in the second case) to produce 
the same effects on employment. (The two policies could yield 
identical results only if the technical coefficients were entirely 
rigid in all industries.) 

The same point can also be put in a different way. A scheme of 
general wage subsidies (at any rate, within the limits of our as- 
sumptions as to the distribution of unemployment or the mobility 
of labor) will reproduce exactly the same effects as to the distribu- 
tion of resources between different uses that would come about in 
an “ideally free” labor market, which, in turn—external eco- 
nomies or diseconomies apart—-is always the arrangement which 
maximizes the aggregate volume of output, measured in terms of 
value.” As Wicksell has pointed out,” if in a particular case the 
circumstances are such that the free operation of the forces of the 
market would tend to depress wages and the standard of living 

23 Under the assumption that the aggregate quantity of available labor can be 
regarded as given and differences in the relative attractiveness of different occupa- 
tions can be disregarded. 

*4In the section on the effects of technical inventions on wages in Lectures on 
Political Economy (London, 1934), I, 141. 
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of labor, it is always very much better to subsidize wages than to 
restrict the scope of free competition.* 

3. There remains the third possibility: to raise the equilibrium 
rate of wages through a reduction in the rates of interest. An ade- 
quate consideration of this alternative would lead us right into 
the center of the controversial section of trade cycle theory and 
would far extend the scope of this paper. I shell therefore con- 
fine myself to a few cursory remarks. 

There can be no doubt that, if the structure of interest rates 
could be permanently lowered, the volume of employment at a 
given wage level would also be permanently raised; in fact, this 
is one of the few conclusions on which economists of all shades of 
opinion seem to be agreed. Their disagreement refers rather to 
the question whether this effect is, in fact, attainable through the 
monetary policy of the state. The present writer is not one of 
those who believe that the maintenance of a lower level of inter- 
est rates necessarily involves a process of “cumulative inflation.” 
Since the marginal productivity of investment is generally a di- 
minishing function of the volume of investment, the cumulative 
effects of an “inflationary” monetary policy need not come into 
operation so long as there is unemployed labor to draw upon at a 
given level of wages.” It is thus conceivable that the state should, 

*5 This is also the answer to the natural but groundless objection that the intro- 
duction of wage subsidies would retard economic progress by preventing the intro- 
duction of labor-saving inventions. It is true that wage subsidies might prevent the 
introduction of some labor-saving inventions. But they do so only to the extent to 
which this is beneficial to the community (from the point of view of the maximiza- 
tion of the national dividend). For wage subsidies, however large, can never reduce 
the effective cost of labor to employers below the level which would obtain in a 
“truly competitive” labor market (if they did the rise in wage rates would adjust 
this); and, as Wicksell has conclusively demonstrated (ibid., pp. 133-41), the na- 
tional dividend is only benefited by such technical innovations whose profitability 
is consistent with factor prices which secure full employment for the factors of pro- 
duction. The adoption of inventions which are only profitable if the cost of labor is 
higher than the level which secures full employment will reduce, and not increase, 
the national dividend. It is only by assuming that wage subsidies lead to a length- 
ening of hours wage-earners are willing to work (or prevent a reduction of hours 


which would otherwise have taken place) that the question of an unhealthy stimula- 
tion of “labor-wasting” methods of production could arise. 

* A given reduction in interest rates will increase employment in two ways: 
primarily, through the expansion of investment, created by the fall in the interest 
rates; secondarily, through the further increase in investment created by the in- 
crease in the yield of capital goods, which is due to the increase in consumption as- 
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by a single, well-chosen dose of inflation, permanently increase 
the capital equipment of the community. At the same time, such 
a policy, in order to be successful, would have to take into account 
the reactions which the policy itself creates upon the price expec- 
tations and the degrees of uncertainties felt by investors and en- 
trepreneurs; and it must be in a position to compensate adequate- 
ly for any changes in the demand for money which it creates. It 
is highly improbable that such a policy could be carried out by the 
methods at present available to central banking technique, which 
is confined to a regulation of the quantity of money either by ra- 
tioning or by changing the short-term rate of interest (either 
through the policy of the discount rate or through open-market 
operations). This would only be sufficient if the short-term rate 
always stood in some rigid (or independent) relation to the vari- 
ous long-term rates. The monetary experience of recent years has 
clearly demonstrated that this is not the case: the one reacts upon 
the other, if at all, only through a considerable time lag.” A pol- 
icy of regulating the “‘structure of interest rates” would therefore 
only be feasible through a vast extension in the scope of open- 
market operations so as to cover all types of long-term securities 
as well—in fact, through a regulation of the entire capital mar- 
ket.* It would be beyond the scope of this paper to examine fur- 
ther the technical feasibility of such a policy. For our purpose it 
will be sufficient to have demonstrated that the effects on produc- 
tion and employment which could be secured by an adequate 
regulation of the structure of interest rates can be equally achieved 
through a regulation of real labor costs by means of wage sub- 
sidies, leaving the question open as to which is more amenable to 
the regulatory powers of the state. 


sociated with the larger volume of employment. If the reduction in the rates of inter- 
est is such that the sum of the primary and secondary effects involves a lesser addi- 
tion to employment than the volume of unemployed labor available, the main- 
tenance of the lower interest rates will not require a continuous credit expansion. 
* 7 (Cf. Keynes, op. cit., p. 197. 

8 Moreover, if the “liquidity preference” of the public is such that they are un- 
willing to hold illiquid assets at all below certain prospective yields, no amount of 
monetary expansion can be sufficient to secure rates of interest lower than these 
minimal yields. 
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IV. THE CATHOLIC SCHOOL 


ATHOLIC writers generally either condemned Malthus’ 
theories as un-Christian and conducive to immorality or, 
admitting their physiological and economic validity, 

found therein (e.g., De Maistre,” Villeneuve-Bargemont, De Metz- 
Noblat, Lallier) a defense of Catholic morality, abstinence, and cel- 
ibacy. Some, like De Metz-Noblat, considered individual Catholic 
charity superior to organized, state-managed charity because the 
former, which was uncertain and optional, did not offer paupers a 
steady income and hence insurance against theirimprovidence. De 
Metz-Noblat agreed with the liberals that, as population had a 
greater tendency to increase than had production, the former need- 
ed to be checked, the latter encouraged. Catholicism offered both 
the check and the encouragement. With its emphasis upon simple 
tastes, its condemnation of luxury, and its counsel of continence 
and mortification, it fostered capital accumulation and hence pro- 
duction, slackened population growth, and offered virtually the 
only cure for “this collective and general misery, weighing down 
upon entire classes, which has assumed frightful proportions for 
fifty years, and which is one of the most difficult problems of our 
epoch.’’*? A similar opinion was expressed earlier by J. P. A. de 

% Du pape (1819), Book III, chap. iii, par. 3. For abbreviations and contractions 
used for other references, see Part I of this article, printed in this Journal, October, 


1936, Pp. §77, M. 1. 

87 Le correspondant, June 25, 1854, pp. 405-35. The editor, fearing ecclesiastical 
disapproval, entered a reservation against De Metz-Noblat’s views, which were 
shared by other French Catholic writers (see J. Garnier, Du principe, pp. 325-27). 
F. Passy, a follower of Bastiat, accepted the substance of Malthus’ views with 
qualification; he denied that religion and political economy needed to be in conflict 
in regard to problems of population and charity, inasmuch as political economy was 
founded upon justice and liberty. See J.d.¢., 3d ser., IV (1866), 1-38; sth ser., 
XXIX (1897), 115-20; Annales, V (1862-64), 73 ff.; XV (1885-87), 164 ff.; La vie 
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Villeneuve-Bargemont who, following Sismondi in part, at- 
tributed misery both to population pressure and to the effects of 
industrialization. Rejecting both the Malthusian attack on phi- 
lanthropy and the proposal that marriage among indigents be 
prohibited by law, he advocated, as the effective means of secur- 
ing the necessary restriction of population growth, the inspiration 
of moral restraint and moral control through the diffusion of 
religious sentiment and Catholicism. He found in Malthus “the 
most complete defense of Catholic principles and of the wise 
foresight which has directed the creation of monastic orders; for 
they are, in reality, only the spirit of sacrifice, devotion, and 
prudence, manifested by abstinence from marriage.’’** 

Joseph Rambaud, who approved the views of De Maistre and 
De Metz-Noblat and who rejected many of the anti-Malthusian 
arguments, found the solution for the population problem in sub- 
mission to the moral laws.*® Paul Bureau stated that, since there 
were limits to the augmentability of production, every couple 
must choose “moral restraint,” immoral “pure Malthusianism,” 
or an unsupportable family burden. “Only the rule of conjugal 
continence can preserve human societies from . . . . the terrible 
scourge of inordinate natality ....and the no less terrible 
scourge of depopulation.” 

Catholic critics of Malthus said that Providence would permit 
the earth to feed all; that Catholic moderation and stress on the 


économique (Paris, 1910), pp. 82-84, 118; Le principe dela population: Malthus et sa 
doctrine (Paris, 1868). The defense of celibacy and Catholic charity recently offered 
by G. O’Brien (An Essay on the Economic Effects of the Reformation (London, 1923], 
Pp. 54-59) is substantially similar to that of the French Catholic writers. 

88 [économie politique chrétienne (Paris, 1834), Vol. I, chap. v, pp. 207, 230, 235; 
Histoire del’ économie politique (Paris, 1841), Il, 273-79. Similar views are expressed 
in the anonymous work, Analyse des ph énes éc iques (Nancy, 1853). 

89 Eléments d’économie politique (2d ed.; Paris, 1896), pp. 598-616; Histoire des 
doctrines économiques (Paris, 1899), pp. 164-65, 170-71. 

% Towards Moral Bankrupicy (London, 1925), pp. 422, 386-90, 530. This work 
was published in France (1920) as D’indiscipline des meurs. H. Sonolet, a critic of 
Malthus, emphasized the need for “moral discipline” much as did Bureau. See 
Principe de population et socialisme (Paris, 1907). 

See M. Fayet, J. d.¢., 1st ser., XII (1845), 217; M. de Lamennais, Esquisse d’une 
philosophie de la religion, cited in J.d.e., 2d ser., IV (1854), 24; Duc de Broglie, 
Manuel de morale et ? économie politique (Paris, 1855), pp. 119-23. 
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spiritual aspects of life constituted the sole solution for problems 
of wealth and poverty;” that Catholic emphasis upon chastity in 
marriage and upon celibacy averted the immorality to which 
Malthus’ doctrines lead, prevented overpopulation, and secured 
the necessary amount of population growth; that prudence is 
not a duty; that it is wrong to deny anyone birth and eternal 
happiness; that Malthus ignored the moral aspects of the popu- 
lation problem.* 
V. ANTI-MALTHUSIANS 
A. COLLECTIVIST AND NON-COLLECTIVIST INSTITUTIONALISTS 

The French critics of Malthus, other than those we have al- 
ready considered, fall roughly into two groups: (a) the non- 
collectivists and the collectivists who attributed either poverty or 
population pressure, or both, to capitalist institutions; (6) those 
who believed that the purely cultural determinants of fertility 
not only were adequate to prevent population pressure but 
threatened, in France at least, to depress natality below mortal- 
ity. 

While Sismondi and his followers rejected Malthus’ ratios and 
believed that as a practical matter the world food supply would 
always prove adequate, they asserted that industrialization had 
removed the preventive checks to population growth and advo- 

»* F. Lallier, Le correspondant, January 15, 1844, pp. 20 ff., June 10, 1851, p. 299. 
A. Egron advised the rich to be charitable, the poor to be contented with their lots 
(Le livre de pauvre [Paris, 1847]). 

93 Charles Perin, Les économistes, les socialistes et le christianisme (Paris, 1849); 
De la richesse dans les sociétés chrétiennes (Paris, 1862), II, 152-53, 197-222. Perin’s 
views were criticized severely by De Molinari (J.d.e., 1st ser., XXV [1849], 100-101) 
and by Lavergne (R.d.d.m., November 15, 1862, pp. 436-37). Elsewhere De Moli- 
nari wrote (J.d.e., 1st ser., XX XI [1852], 328): “The socialists and the protection- 
ists, not to mention a small coterie of pretended defenders of religion, are united 
in directing against Malthus and his disciples the most violent and unjust accusa- 
tions. There has been a veritable concert of invectives on the part of the Voix du 
peuple, the Constitutionnel, the Nouveau monde, the Moniteur industriel, and the 
Universe religieux.” H. Say criticized M. Sue for belaboring Malthus in a novel, 
Mystéres de Paris, appearing in Le constitutionnel (J.d.e., 1st ser., XV [1846], 19-24). 

%4C. Antoine, Cours d’ économie sociale, as revised by H. du Passage, S.J. (Paris, 
1921), pp. 645-58. The advantages of a large population are stressed. 

% E. Duthoit, Vie économique et Catholicisme (Paris, 1924), pp. 146-85. Abbé 
Corbiere, in L’ami de la religion, a weekly, characterized Garnier’s views as an argu- 
ment for onanism. See Annales, V (1862-64), 159-62. 
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cated their restoration. According to Sismondi, family size was 
determined by the human “will,” which was a function of the 
social environment. Under the precapitalist régime the artisan, 
as well as the farmer, could estimate both the demand for his 
services and his probable income and adapt the size of his family 
thereto in such a way as to preserve his social status and that of 
his children. Apprenticeship rules, moreover, led to the defer- 
ment of marriage. With the coming of capitalistic industrializa- 
tion, however, artisans and farmers had become toolless prole- 
tarians; uncertainty, unpredictability, business fluctuation, and 
recurrent unemployment had come to characterize economic life. 
Workers could no longer adapt family size to a certain known 
predictable income.* On the contrary, the misery and poverty of 
the working population, caused by low wages and recurrent un- 
employment, had dulled their sensibilities, weakened their wills 
to limit family size, augmented natality, and increased population 
pressure. Sismondi therefore rejected all policies which fostered 
population growth (e.g., poor laws, child labor, populationist 
policies); advised the workers to prevent the birth of children 
they could not support; and recommended, as did Mill and others 
later, the establishment of a system of peasant proprietorship 
whereunder the peasant could know how large a family his land- 
holding would enable him to support.® 

F. X. Joseph Droz and Eugene Buret, followers of Sismondi 
and critics of the laissez faire school, advocated, as had Sismondi, 
the creation of conditions conducive to the voluntary control of 

* The Vicomte de Saint-Chamans, a critic of Malthus, attributed the menace 
of pauperism to the triumph of democratic principles and to technological unem- 
ployment (Traité d’économie publique [Paris, 1852], I, 46-48, 126-28, 327). See 
somewhat similar views of F. Petriment (L’avenir économique ou théorie de ’ équilibre 
des forces productives (Paris, 1865)]). 

97 Nouveaux principes d’économie politique (1827 ed.), I, 9, 428; Il, 254, 256, 
260-71, 298, 307, 312, 427, also Book III, chap. v; Etudes sur l'économie politique 
(Paris, 1836), I, 129-31, 346. In the 1819 edition of Nouveaux principes, Sismondi 
had advocated the legal prohibition of marriage among those unlikely to be able to 
support children. He removed this suggestion from the later edition because it 
was said to be a feudal proposal. See Mao-Lan Tuan, Simonde de Sismondi as an 
Economist (New York, 1927), pp. 92-94. Malthus and others had implied that the 
small-farm system, favored by the French inheritance law, fostered population 
growth. 
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population growth. Droz believed that moral restraint would be- 
come operative only if human dignity were inculcated through 
education 

so that, under the happy influence of religion, morals and peace, the condi- 
tion of society may become prosperous enough to let the laborer participate 
in the comforts of life, and he will not wish to get married before being 
assured of the fact that his children will have the same advantages.” 


Buret, who approved the views of Godwin, A. H. Everett, and 
C. Morel de Vinde,®? and who held the principle of population 
to operate in a Malthusian sense only among the poor, attributed 
population pressure to unsatisfactory institutions. “Population 
naturally remains below the means of subsistence, and if it at- 
tains them, if it sometimes exceeds them, it is the fault of eco- 
nomic institutions; it is not that of human nature.’**° Buret 
believed that if the social outlook of the population were adapted 
to the new set of conditions, population would be placed under 
the control of the human will and allowed to advance only in 
accord with the law of progress. 

Elevate a people in dignity, in morality, in intelligence, awaken in it 
the sentiment of the elevated needs of human nature, refine and render 
more decent the material wants, and you render impossible such an increase 
of the population as the economists dread... . . It is the institutions, the 
social organization, the moral and intellectual condition, of a people, that 
determine its population." 


J. A. Blanqui, who was influenced by both Godwin and 
Everett, subscribed in general to Sismondi’s views. Although a 


% Traité sur l'économie politique (Paris, 1829, 1846, 1854), pp. 280, 291. See also 
Chevalier’s review (J.d.e., 2d ser, III [1854], 237-50). 

99 Morel de Vinde rejected Malthus’ ratios and attributed the misery of the 
working classes to the “slavery of property.” See Sur la théorie de la population 
(2d ed.; 1829). A translation of Everett’s New Ideas was published in France in 
1826. See article by writer in New England Quarterly, March, 1936. 

100 See De la misére des classes laborieuses en Angleterre et en France (Paris, 1840), 
II, 231; also 223-25, 229-36, 240; I, 58; J.d.e., II (1842), 317-35. Buret’s views 
were attacked anonymously (A percu sur la condition des classes ouvriéres, et critique 
de Vouvrage de M. Buret (Paris, 1844]) and defended by a writer who stated that 
Malthus believed that human reason could prevent overpopulation (J.d.e., XIII 
[1845], 89). 

tt Jbid., II, 232. Buret developed the idea of a cultural lag. He said that when 
institutions no longer correspond to present necessities, this lack of correspondence 
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critic of the English poor laws, he said that the proscription of 
aid to the helpless young and the aged was favored by the aristoc- 
racy and was to be condemned. He believed that “friendly 
societies” would free the worker of exploitation, poverty, and 
misery."* N. Villaumé believed, as did C. Dupont-White,*** that 
Malthus’ doctrine sanctioned both the inertia of the wealthy in 
regard to philanthropy and unsound social policies in general. 
Villaumé attributed excess fertility to misery. He advocated as 
means to improve the worker’s lot and to relieve misery the 
formation of free associations of workers; localized and domicili- 
ary provision of charity; the abolition of wasteful peace-time 
armies; drainage and clearing of land; colonization; reduction of 
the legal rate of interest; the development of public education; 
and the encouragement of industry and commerce.'** Some pro- 
tectionists urged that, given adequate tariffs, a better and more 
stable interindustrial balance could be achieved, poverty could 
be reduced, and the population-supporting capacity of countries 
such as France could be increased." 

The French socialists could not accept Malthus’ asceticism, 
his association of moral restraint with the system of private 
property and individual responsibility, and his alleged lack of 
faith in social reform.’® They had faith in the bounty of nature, 


finally becomes apparent to men. The institutions are then modified peacefully, or, 
if the vested interests resist modification, through revolution. See ibid., pp. 224-25. 

102 Cours d’économie politique (Paris, 1838), pp. 109-26; History of Political 
Economy (New York, 1838), pp. 393-408. Cf. C. Gouraud, who charged Mill with 
assuming that institutions do not change (R.d.d.m., April 15, 1852, p. 286). 

03 Dupont-White said that Malthus’ doctrine was based upon the assumption 
that wages would always remain at the lowest level and that it required the aboli- 
tion of all charity. See J.d.e., 1st ser., XV (1846), 306-9; Essai sur les relations du 
travail avec le capital (Paris, 1846). 

104 Nouveau traité d’économie politique (3d ed.; Paris, 1865), II, 20, 33, 184-86. 
This work was characterized as socialistic by H. Passy (J.d.e., 2d ser., XV [1857], 
275) and as unorthodox by Baudrillart (ibid., XVI [1857], 260). 

75 P. O. Protin, Les économistes appréciés (Paris, 1862), pp. 28-29, 194, 227, 231- 
32, 262-69. Protin defended the views of Du Mesnil-Marigny. We have not had 
access to the contents of A. Sudre’s Le libre échange et la dépopulation de la France 
(Paris, 1879). 

6 R. Gonnard, Histoire des doctrines de la population (Paris, 1923), pp. 317-18; 

" E. Mason, Quarterly Journal of Economics, XLII (1927-28), 245-56. 
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in the efficacy of labor. Some ignored Malthus’ arguments, as- 
suming apparently that a reorganization of society would banish 
misery. Others contended that a collectivist, or’ associationist, 
organization of society would release the preventive checks." 
Fourier, familiar with the views of Wallace, Steuart, and 
Malthus, stressed the importance of the population problem, said 
France was overpopulated, fixed the world’s population capacity 
at not over five billions and that of a square league at about 
fifteen hundred persons. Characterizing Malthus’ solution as 
negative, Fourier offered as immediate solutions for overpopula- 
tion emigration to underpeopled regions and control of concep- 
tion, with which practice he was familiar." An ultimate solu- 
tion was to be found in the Fourierist “‘societary state,’ wherein 
prolificity would decline with the advance of well-being until, if 
depopulation threatened, fecundity-exciting measures would have 
to be adopted. Within the “societary state,” which was designed 
to satisfy an incessantly multiplying set of desires and to elevate 
the human race to “universal unity,” four checks to fecundity and 
fertility would become increasingly effective. First, women would 
become more robust, their excess vigor rendering them “more apt 
for pleasure, but much less for conception.” Second, the refine- 
ment and multiplication of foods (i.e., the “gastrosophic 
régime”) would make “gluttony . . . . the source of wisdom, in- 
telligence, and social accord” and reduce natural fecundity. 
Third, with “phanerogamic customs,” or a régime of many 
spouses, only the “faithful woman,” and not the courtesan, would 
be given to conception. Fourth, puberty would be deferred sev- 
eral years by the “integral exercise” of all corporeal faculties.** 


07 See G. Bourgin and H. Bourgin, Le socialisme francaise de 1789 a 1848 (Paris, 
1912); H. Bourgin, Les systémes socialistes (Paris, 1923); G. Isambert, Les idées 
socialistes en France de 1815 a 1848 (Paris, 1905); A. Sudre, Histoire du communisme 
(Paris, 1856). Sudre (op. cit., p. 441), in a criticism of Leroux, indicated that returns 
to land have a limit. 

108 See The Passions of the Human Soul (London, 1851; translated by J. R. 
Morell, Introduction by H. Doherty), p. 369. Fourier criticized religious dogmas 
which prohibited “certain precautions that prudence dictates. Interdictio semen 
effundendi extra vas debitum.” See H. Bourgin, Fourier: contribution a Vétude du 
socialisme francais (Paris, 1905), pp. 216, 248. 

9 Fourier, (Zuores choisies (“Petite Bibliothéque économique de Gillaumin’’), 
PP. 99, 207-29; Le nouveau monde industriel et sociétaire (Paris, 1829), pp. 254-61, 
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While Fourier’s followers several times expressed faith in his 
doctrines,“*° and the Saint-Simonians charged the Malthusians 
with condemning the proletarian either to misery or to a life of 
isolation “without a helpmate to share these sufferings, without 
children who could make him feel hope and attach him to the 
future,’’™ and the collectivists indicated that the reform of social 
institutions would eliminate misery and the overpopulation to 


335-38, 399-401; Théorie de l’unité universelle (Paris, 1822), II, 370 ff.; IV, 418-10, 
556-58; Bourgin, Fourier, pp. 72, 141 ff., 216, 260, 335-38, 570; A. Cochut, R.d.d.m., 
May 1, 1841, p. 474. 

© Victor Considerant, for some years a Fourierist, said “integral association” 
would solve the population problem. See Destinée sociale (Paris, 1851), pp. 142-50; 
H. Bourgin, Victor Considerant (Paris, 1909). H. Renaud, in a synthesis of Fourier- 
ism (Solidarité [Paris, 1845], pp. 192-99, 209, 214, 218-19), expressed faith in “‘in- 
tegral exercise” and indicated, as did Spencer later, that the full employment by 
man of all his faculties and powers and brain parts would divert energy from the 
organs of reproduction; that natural fecundity varied inversely with the refinement 
of the species; and, following Doubleday and Bellingeri, that an abundance of nour- 
ishment is unfavorable to fecundity and that the reproductive organs are most active 
when conditions of life are most difficult. Doubleday’s theory (1841), later presented 
in the Revue brittanique (April, 1846), was supported in part by T. Fix (J.d.e., rst 
ser., III [1842], 210-18; X [1845], 17-20), a critic of Malthus and of Loudon’s 
triennial lactation, and by Cochut. It was criticized by L. Villermé (ibid., 
VI [1845], 307-417), who presented evidence to show that (1) abundance favored 
fertility, dearth favored sterility; (2) marriages and births increased following 
famines, and fertility rose as men’s nourishment and health improved; (3) fertility 
is extraordinarily high after periods of famine; (4) that in Catholic countries, where 
conceptions declined in Lent when fasting was required, the decline was probably 
due to increased sexual abstinence rather than to decreased food consumption; 
(5) that in general, although fertility is not regulated alone by public health and the 
march of the seasons (he found conceptions were more frequent in the months when 
the days were longer and the sun shone more), what increased the power and vigor 
of the body ordinarily augmented fertility and what injured the health diminished 
fertility. F. Corbaux (Natural and Mathematical Laws Concerning Population, 
Vitality, and Mortality (London, 1833], pp. 144-45) earlier had indicated that 
Milne had found in England, as Villermé had in France, that a good harvest was 
followed a year later by an increase in births, and vice versa. 

11 “Nothing: misery, isolation, despair, death, there is the termination of their 
ills; there is their future. Alas, this is not yet enough. M. Malthus and his disciples, 
do they not prove that charity must deny misery its succor and shelter?” See Doc- 
trine de Saint-Simon: Exposition, prepared by Enfantin, Bazard, and others and 
published in 1829 (edition by C. Bouglé and E. Halévy [Paris, 1924], pp. 306-7, 
414). The Saint-Simonians later developed an anti-ascetic philosophy in which love 
played an important réle. See H. R. d’Allemagne, Les Saint-Simoniens, 1827-18 37 
(Paris, 1930), pp. 211-54. 

















FRENCH POPULATION THEORY SINCE 1800 751 


which it allegedly gave rise,"* the major attack upon Malthus 
came from Pierre Leroux and P. J. Proudhon. Leroux described 
Fourier as a pornographic-minded advocate of free love, sodomy, 
and mass sterilization; Malthusians, as Herods and child-murder- 
ers; political economy, as the destroyer of hope. He attributed 
poverty to the concentration of wealth (which he charged with 
retarding French population growth), to the “bad organization 
of production under the law of caste,” and to individualism which 
checked science and progress. He rejected the counsel of con- 
tinence and advocated that the state intervene and secure to each 
worker an income according to his capacity, labor, and needs. 
He said that population growth could not cause poverty, since 
every man was a producer, who destroyed nothing and who re- 
turned to the earth as a fertility-increasing fertilizer whatever he 
consumed. 

Not only does Nature herself offer to furnish an indefinite subsistence to 
the entire human race; but each man himself, if he be not excluded from 
the circulus of natural production, has the faculty to reproduce at least a 
great part of his subsistence, independently of his relation with the living 
beings of other species created by God. He has this faculty because he par- 
ticipates in the general faculty of producing, the only one which exists at 
the bottom and from which all riches are drawn.” 


Proudhon argued that, given justice, there would be no popu- 
lation problem. He rejected both the “swinish morality” of the 
Malthusians and the practices designed to control conception 
(e.g., “safe period,” triennial lactation, and Malthus’ “enforced 


"2"§.g., F. Vidal, who sympathized with Malthus’ objectives (De la répartition 
des ric aris, 1848], pp. 210-28, 271-303, 497-98), and Louis Blanc, who was 
vitriolically critical of Malthus (Organisation du travail, French edition, J. A. R. 
Marriott [ed.] [Oxford, 1913], pp. 58-61, 71-75). 

3 Discours sur la situation actuelle de la société et de Vesprit (Paris, 1847), I, 
38-41; Revue sociale, December, 1845, pp. 34-36; February, 1846, pp. 68-79; 
March, 1846, pp. 81-90; April, 1846, pp. 109-10; May, 1846, p. 118; November, 
1846, pp. 17 ff.; April, 1847, pp. 98-112; July, 1850, p. 176. See also Isambert, 
Les idées, pp. 224-26; P. F. Thomas, Pierre Leroux, sa vie, son auvre, sa doctrine 
(Paris, 1904). Leroux was influenced by Liebig, as was Carey and De Fontenay 
(Denis, Histoire des systémes économiques et socialisies, II, 105; J.d.e., 2d ser., XXXV 
[1862], 389; also ibid., rst ser, XXXVII [1853], 240). Disciples of Leroux at- 
tacked Malthusianism in the Reoue sociale, January, 1847, pp. 61-63; March, 1847, 
pp. 89-91; February, 1850, pp. 86-88. Phrenology was advanced in support of 
Leroux’s doctrine (ibid., July, 1846, pp. 154-55). 
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continence,” which caused the prudent to be pursued by “lewd 
dreams and tribulations of nature.’’)"* In his early work he said 
that the effects of increasing division of labor and of the use of 
machinery would cause production to outstrip population; 
that while misery could convert humanity into “an immense 
priapus,” material well-being would cause fertility to fall. Some 
deferment of marriage, some prolongation of lactation, and full 
exercise of the “industrial faculty” would reduce the doubling 
period to about three hundred years. For the 

industrial faculty is exercised only at the expense of the prolific faculty. . . . . 
Labor is for love an active cause of coldness . . . . it affects simultaneously 
the mind and the body. .... Chastity is the companion of work; laxity is 
the attribute of inertia. Men of meditation, energetic thinkers, all great 
workers, are of mediocre capacity in service of love.™ 


In his second work he reiterated many of his earlier views, ad- 
mitted limitations to production, and substituted for his earlier 
supposition of an antithesis between work and love the supposi- 
tion that in a society founded upon “justice” chastity would in- 
crease and man would be freed of the “fatalism of the flesh” as 
he had already been freed of rutting. Man would yield “to love 
only under the excitation of the ideal’; would seek in chastity 
the happiness formerly sought in sexual gratification. Given the 
combined action of labor, study, equality, reason, and chastity, 


there 

comes a moment for the married when cohabitation is less sweet, more pain- 
ful, than continence; and this moment comes the more quickly the more they 
devote themselves to labor, to study, to Justice and her works. The woman 


114 Systéme des contradictions économiques ou philosophie de la misére (Paris, 1846), 
II, 404, 450-61; De la justice dans la révolution et dans Péglise (Paris, 1858), I, 336- 
44; III, 483-85; a pamphlet, Les Malthusiens, first published in Le peuple, 1848, 
which inspired an anti-Malthusian song (see Garnier, Du principe, pp. 335-36). 
Proudhon’s social views are summarized by E. Droz (P. J. Proudhon [Paris, 1909}) 
and D. W. Douglas (American Journal of Sociology, Vols. XXXIV and XXXV 
[1928-30]). E. Forcade, an anti-Malthusian, praised Proudhon’s population doc- 
trines in the conservative R.d.d.m., December 15, 1848, p. 988. 

us Systéme, II, 435, 476; also Justice, pp. 330-33. 

u6 Systéme, pp. 477-78, 491, 496-97. He assumed that if men married at twenty- 
eight, women at twenty-one, and lactation lasted fifteen to eighteen months, 
marriages would average about four and one-half births, of whom only enough 
would survive and marry to increase population about ro per cent in thirty years. 
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above all, in the measure that she participates in the social and intellectual 
life, loses her aptitude for maternity: with virtue prolific [vertu prolifique}, 
the amorous inclination cools. .. . . Love of children purges conjugal affec- 
tion of eroticism; the respect that they inspire is the sign that passion is 
about to die in the heart of the fathers.**7 


In recent decades, while labor leaders have opposed immigra- 
tion and syndicalists have supported neo-Malthusianism,"™* some 
socialists have condemned birth restriction and suggested that 
French natality would increase if present economic inequalities 
were abolished."® Most influential has been A. Dumont, who 
attributed the decline in natality to the ascensional movement, 
or “social capillarity,” created by the fact that men are in 
theory equal politically but in practice unequal economically. 
Accordingly, since each is politically free to aspire to rise eco- 
nomically and socially, and since each believes that ascension 
will bring happiness, families are limited in size because children 
impede the ascension of individuals and families. Given the 
socialization of opportunity and the elimination of the relative 
attractiveness of centers such as Paris, the aspiration to rise 
would disappear and natality would rise.’ 


7 Justice, 1, 347, 327-34. He suggested (ibid., pp. 348-49) that the admonitions 
of the French academy were going to cause France’s population to decline as had 
that of Rome. 

"8Tn pre-war Italy some syndicalists argued that family size should not be 
limited, inasmuch as a high birth-rate would depress wages and hasten the revolu- 
tion. See R. Michels, R.d.e.p., XX VII (1913), 614-16, 624-25. 

19 See P. Salvat, La dépopulation de la France (Paris, 1903); R. Hertz, Socialisme 
et dépopulation (Paris, 1910); M. Rouannet, in Revue socialiste, October, 1888; 
Paul Lafitte, Le grand malaise des sociétés modernes et son unique reméde (Paris, 
1922). Lafitte merely advocates a partial nationalization of land. B. Nogaro 
attributes low natality to the fact that wages are based solely upon productivity 
and not on family needs (7raité élémentaire d’économie politique [Paris, 1921), 
pp. 484-85). Nogaro is not a socialist, however. 

20 Dé population et civilisation (Paris, 1890); Natalité et démocratie (Paris, 1898). 
In La morale basée sur la demographie (Paris, 1901) Dumont reasoned, much as did 
Rousseau, that demographic growth constituted the only satisfactory measure of 
the health of a people’s customs. He favored a birth-rate of 25, saying that the fac- 
tors of production would be more fully employed, and that in the consequently 
larger families solidarity, courage, initiative, altruism, and respect for parents 
would be favored. Later E. Schwiedland, who defined overpopulation as existing 
when men perish from want, said a country was underpopulated so long as some soil 
remained uncultivated (R.d.e.p., XXV [1911], 12). 
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B. PSYCHOLOGICO-CULTURAL SCHOOL 

The works of the post-1860 French critics™ of Malthus are 
marked by emphasis upon the cultural and psychological nature 
of the ultimate checks to fertility, upon the advantages of na- 
tional population growth, and upon social reforms designed to 
encourage natality—an emphasis that had as its most important 
cause the fear that France’s population would cease to grow.™ 
Aside from their greater emphasis upon the non-economic ad- 
vantages of population growth,” the critics included in this 
group criticized Malthus chiefly for his supposition that the 
growth of subsistence was the major determinant of the growth 
of population. They rejected both Townsend’s view that popula- 
tion is determined by production (or subsistence), mortality con- 


st Among writers unfavorable to Malthus are G. H. Bousquet, Essai sur P’évolu- 
tion de la pensée économique (Paris, 1927); E. Villey, Principes d’économie politique 
(Paris, 1905); Thiers, De la propriété (Paris, 1848); De Chamborant, Du pau- 
perisme (Paris, 1842); P. A. Marchand, Du pauperisme (Paris, 1845); H. Dutouquet, 
De la condition des classes pauvres a la campagne (Paris, 1846); M. de Franclieu, J.d.e., 
1st ser., XXXIV (1853), 431-32; T. Cerberr, ibid., 2d ser., XVII (1858), 399-400; 
J. Pautet, ibid., 2d ser., XLI (1864), 144. J. H. von Thiinen’s pro-Malthusian views 
were criticized by A. Leymarie (ibid., 2d ser., XV [1857], 262) and supported by M. 
Wolkoff (ibid., 2d ser., XVI [1857], 245-46). 

™ This alarm originated in the 1850’s, when war, famine, and pestilence com- 
bined to reduce quinquennial absolute and relative national increase to a very low 
level. For typical early expressions of alarm, expressions which multiplied after 
the Franco-Prussian War, see M. Raudot, Décadence de la France (Paris, 1850), and 
Le correspondant, May, 1857, pp. 56-57; L. de Lavergne, J.d.e., 2d ser., XIII (1857), 
225-28, R.d.d.m., April 1, 1857, pp. 481-so1, L’agriculture et la population (Paris, 
1865), pp. 305-43, 418-19, 443-68; J.d.e., 3d ser., XLIII (1876), 293-300; XLIV 
(1876), 102-5; XLV (1877), 125-30; L. A. Prevost-Paradol, La nouvelle France 
(Paris, 1868); L. Le Fort, R.d.d.m., May 15, 1867, pp. 462-63. The members of 
the society of political economy discussed the rate of growth and its implications 
(see J.d.e., 2d ser., XIII [1857], 229-35; XIV [1857], 370-81; 3d ser., V [1867], 
307-26). Among the best of the works on depopulation are J. Bertillon, La dépopu- 
lation de la France (Paris, 1911); R. Gonnard, La dépopulation en France (Lyon, 
1898); A. Couchois, Démographie de la Seine-Inférieure (Rouen, 1929). Hundreds of 
works on depopulation have appeared since 1850. 

"3 Malthus, too, had admitted not only that population growth was economically 
advantageous under certain circumstances but also that the persistent pressure of 
population upon subsistence produced both the necessary stimulus to industry and 
the “improvement of the human faculties.” This frequently neglected phase of 
Malthus’ Essay is well treated by E. F. Penrose, Population Theories and Their 
Application (Stanford, 1934), pp. 21 ff. 
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stituting the check, and Cantillon’s view that population, while 
conditioned by production, varies according to the modes of living 
of peoples, and as a consequence of changes in the age at, and 
the frequency of, marriage. With Landry, who considered Mal- 
thus’ theory a confused mixture of the theories of Cantillon and 
Townsend, they reasoned, as had Dumont, that the growth of 
production influenced population growth only indirectly and in 
ways not compoundable within a simple formula; that,‘ con- 
sequently, pro-natality measures could be made effective. 

P. Leroy-Beaulieu, Chevalier’s successor at the Collége de 
France, attributed the decline in natality primarily to the influ- 
ence of “civilization,” which, along with democracy, had first de- 
veloped in France and which included, “besides the develop- 
ment of cities and that of the middle class, the quasi-universal 
propagation of comfort, of instruction, the extension of leisure, the 
soaring of individual and family ambition, the prospect open to 
all of elevating themselves in the social scale,”**5 and, apparently 
feminism, ambition, pursuit of pleasure and the egoistical.“* Not 
only were children no longer economically productive but, under 
the spur of ambition and the mass desire for education and com- 
fort, the costs of rearing them had greatly increased.*’ Although 
increases in income increased fertility among the primitives, 
they tended to depress fertility among those who had already 
attained a certain level of well-being, education, and democ- 
racy."* While Gide denied that “natality varies in inverse por- 
tion to the degree of civilization,”**® he explained the decline in 

™4 A. Landry, Scientia, VI (1908), 125-34, 138-47, and Manuel d’économie 
politique (Paris, 1908), pp. 757-60. 

™s La question de la population (Paris, 1913), p. 184; also R.d.d.m., October 15, 
1897, pp. 851-89. 

1% La question, pp. 186, 220, 233, 257-73, 403-5, 411-12; Traité théorique et pratique 
@économie politique (3d ed.; Paris, 1900), IV, 613-14, 626. He followed Spencer 
and Carey, too (ibid., pp. 543-46). 

"7 Traité, IV, 592-93, 613-18. =8 Tbid., pp. 596, 602—3, 613. 

™9 Leroy-Beaulieu’s civilization theory, or a composite of this theory and that 
of Dumont, was accepted by many French writers, including, among others, G. 
Tarde, G. Rageot, J. Bertillon, H. Secrétan, Jules Jung, Lapouge, and R. Gonnard. 
Gonnard (Histoire ... , p. 342), a critic of Malthus, writes: “(1) the law of popula- 
tion is a law, not only physiological, psychological or economic, but sociological; 
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terms of the increasing costliness and non-remunerativeness of 
children, the diffusion and intensification of the desire for well- 
being and comfort, the development of democracy and its con- 
comitants—education, feminism, functionaryism—and social 
capillarity, the growing disinclination of man to procreate in ac- 
cordance with the needs of the state and the precepts of religion."*° 
Landry, who agreed in general with Dumont, stressed the influ- 
ence of the rise of democracy, of social capillarity, of the desire 
for well-being, and of the “revolutionary” change in man’s con- 
cept of life from one of satisfaction with a given level of existence 
to one in which his activity is rationally built around the desire 
to advance his lot and that of his social class."* 

Charles Turgeon** rejected the Spencer-Carey physiological 


(2) this law is expressed in formulas which are able to vary according to the social 
milieu; (3) this law depends above all today upon the factor called ‘civilization.’ ” 
Among the more important ultimate causes of the decline in French natality, as 
enumerated by various French writers, are, besides those noted in the text, urbaniza- 
tion, increases in cost of living due to taxes and tariffs, inequality in income and in 
tax burden, cost of doweries, effects of conscription, decline in religious faith, and 
factors which reduce fecundity. Although contraceptive devices for males were 
known in the eighteenth century, and devices for females in the nineteenth, French 
natality was apparently checked until recent decades by coitus interruptus, and 
abortion, and primitive contraceptive practices. Organized neo-Malthusianism 
dates to the middle nineties. In 1920 a law was passed to check the diffusion of 
devices and practices to control family size. For a detailed account of family limi- 
tation in France and of laws pertinent thereto see article by writer, Marriage Hy- 
giene, May and August, 1936. 

13° Principes d’économie politique (25th ed.; Paris, 1926), pp. 685-86. In earlier 
editions, under the influence of Spencer, Geddes, and Nitti, he said that fecundity 
and fertility would decline “in proportion to the intellectual and moral develop- 
ment of man” (Principles [3d ed.; Boston, 1900], p. 323 [8th ed., p. 668]); that fer- 
tility would decline because “the physiological laws of the variety, limitation, and 
substitution of wants” would produce new wants and combinations of wants 
which, he seemingly thought, would be transmitted both culturally and biologically 
in a Lamarckian sense (ibid., 8th ed., pp. 440-45, 668). 

13" Scientia, VI (1909), 138-47; Manuel, pp. 757-58, 760; La révolution démo- 
graphique (Paris, 1934), PP. 44-55. 

*# The Marxian theory, said Turgeon, could not explain the fact that natality had 
fallen and population pressure had not developed in France even though capitalism 
and machine production had been established there. Loria was inconsistent in at- 
tributing the wage system and the wage level to the prevalence of a certain density 
of population and at the same time holding the wage system responsible for the work- 
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theory and the population theories of Marx, Loria, and Dagan. 
Influenced in part by Leroy-Beaulieu and chiefly by Parodi,"* 
whose theory he repeats in full, Turgeon reasoned that, given 
the idea of family limitation and effective methods of limitation, 
natality would decline when there were motives for limiting 
family size and few or no motives for non-limitation. Civilization 
had produced reflection, the idea of family limitation, and motives 
to limitation (e.g., ambition to rise, the desire for pleasure); it 
had weakened counter-motives (e.g., religious duty and belief, 
desire to transmit family name, respect for family**‘). According- 
ly, with the growth of civilization there would be associated a 
secular decrease in natality, the sole cure for which consisted in 
the establishment of a despotism, attended by iron discipline and 
the inculcation of a morality based on patriotism, religion, and 
duty."*s Neither a decline in the interest rate nor making children 
remunerative would cause natality to increase. 

The alleged economic and non-economic advantages of popula- 
tion growth have been stressed by French economists alarmed at 


ers’ lack of foresight and the consequent population pressure. Dagan ignored the fact 
that natality had declined in all classes when he stated that there was a law of popu- 
lation growth for each class and that the population growth of a country was gov- 
erned chiefly by the population growth of the industrial classes. Dagan had said 
that population grew rapidly between 1840 and 1870 because employment was then 
available to all; that after 1870 the substitution of machinery and women and chil- 
dren for adult male workers had produced conditions conducive to a decline in 
natality. See Turgeon, R.d.e.p., XX VII (1913), 435-49. Dagan’s views appeared 
in the Revue de métaphysique et de morale, March, 1897. 

133 Parodi’s criticism of Dagan appeared in the Revue de métaphysique et de morale, 
May, 1897. 

134 F. Le Play, critic of Malthus and advocate of population growth, attributed 
the decline in natality to the operation of the French inheritance law which compels 
the parent to bequeath a designated portion to each child. This law, said Le Play, 
had weakened parental authority, fostered individualism, disorganized the family, 
destroyed many of the altruism-producing effects of family life, and, as a conse- 
quence, had depressed natality. See La réforme sociale en France (Paris, 1866), 
I, 244-50, 327-38, 458. This theory, anticipated by Cazales in 1791, has had many 
advocates, has been supported by two schools of thought deriving from Le Play, 
and has been rejected by most careful students of the French population problem. 
See R. Worms, Natalité et régime succesoral (Paris, 1917), and the writer’s forth- 
coming study of French depopulation. 

35 R.d.e.p., XXVII (1913), 555-76; La féminisme francaise (Paris, 1907). 
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France’s comparatively low absolute and relative population 
growth. According to these writers, a low or zero rate of national 
population growth weakens the militaristic, political, economic, 
cultural, and colonizing power" and prestige of a nation; exposes 
a nation to the pressure of foreign immigrants, who, welcome or 
unwelcome, tend to come in and destroy the political, cultural, 
and linguistic homogeneity whereon a nation’s strength in part 
depends; produces, in the form of the small family system, a 
milieu not conducive to rigorous natural selection or to efficient 
child-rearing; retards economic and industrial growth; diminishes 
economic equilibrating tendencies; reduces the vitality, energy, 
enterprise, optimism, initiative and self-reliance essential to 
individual and national economic progress; strengthens tenden- 
cies toward a fettering collectivism. 

Leroy-Beaulieu’s works are shot through with these views. 
An exponent, as early as 1869, of a productivity theory of wages, 
he said that real wages would rise so long as the rate of population 
growth was less than the rate of capital accumulation and the 
rate of technological progress in industry and agriculture. While 


1% Throughout most of the nineteenth century, particularly prior to 1860, French 
liberal economists and politicians opposed state-fostered colonial development. It 
was urged that colonies were expensive, that quasi-mercantilistic colonial ventures 
were contrary to the principles of free trade, that France’s population grew too slow- 
ly to people colonies, that France confine attention to continental affairs. In the 
latter part of the nineteenth century, French exponents of colonization described 
French colonies, whose area was being steadily augmented, as areas for exploitation 
and investment, not as retreats for surplus population. In the 1860’s J. Duval advo- 
cated colonization as a means of strengthening France, of encouraging parents to 
have children, of relieving population pressure should it ever develop (Annales, 
V [1862-64], 137-38; J.d.e., 3d ser., V [1867], 315-19; Les colonies et la politique 
coloniale de la France [Paris, 1884]). Le Play advocated colonization as a means 
of strengthening France politically and demographically (0. cit., I, 456-62). Leroy- 
Beaulieu, leading vulgarizer of pro-colonial views, said that in a protectionist world 
colonies would provide a market for French goods and capital, a haven for emigrants, 
a source of national strength not realizable on the continent, an incentive to French 
parents to procreate children (De la colonisation ches les peuples modernes [1st ed.; 
Paris, 1874; see 3d ed., prefaces and pp. 337, 608-14, 719 ff.]) For other opinions 
see Annales, X [1873-74], 37; J.d.e., 4th ser., XXXI [1885], 285-87, 291 ff.; article 
“Colonies” in Dictionnaire de l’ économie politique, 1864 and 1900 editions. See also 
S. A. Roberts, History of French Colonization Policy (1870-1925) (London, 1929), 
I, 6, 8-13, 16, 18, 37; II, 640; also C. Gide, A quoi servent les colonies (Paris, 1886). 
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he noted, as had several others, that the age composition of the 
population influenced per capita productivity, and while he said 
that “abundant production and very perfected division of labor 
require a sufficiently high density of population,” he developed 
no theory of an economic optimum population."*’ Instead, large- 
ly for non-economic reasons, he believed it desirable that, so 
long as the world was not fully peopled and scientific progress 
had not ceased, France’s population should grow o.5 per cent per 
year. For, given no increase or very little increase, a nation’s 
population would become effeminate, unenterprising, too reliant 
on the fruits of cautious thrift, afraid of tasks and competition 
and change; its military and political preponderance would be 
threatened; its capacity to colonize and to spread abroad its race, 
language, and culture would be hampered, as would its capacity 
to send immigrants abroad to win the friendship of foreign lands; its 
commercial prestige would suffer, inasmuch as foreign buyers prefer 
the goods of dynamic, growing nations."** Moreover, despite his 
acceptance of the productivity theory, Leroy-Beaulieu said that, 
if one country grew much less rapidly in number than other 
countries, it could benefit little. Its population would feel both 
the rising cost of subsistence caused by population growth else- 
where and the competition, in international commerce, of the 
pullulating peoples. Domestic wages consequently would fall. 


137 Traité, I1, 261, 267, 277-79, 282-83. A. Girault later noted the effect of war on 
age composition and economic life (R.d.e.¢., XXTX [1915], 431-46). 

138 Traité, IV, 509, 529-30, 627-30; Précis d’économie politique (3d ed.; Paris, 
1910), pp. 355-67. For a similar opinion see C. Bertheau, Essai sur les lois de la 
population (Paris, 1892), pp. 44, 56, 358-61, 472, 476, 478. The sociologist A. Coste 
frequently described population growth as a main source of progress. E. Durkheim, 
and recently his disciple, Halbwachs, noted the influence of population growth upon 
division of labor and happiness. See A. Coste, Les principes d’une sociologie objective 
(Paris, 1899), pp. 159, 182, 216-19, 237. See also Durkheim, The Division of Labor 
(New York, 1933) and Le swicide (1897), pp. 208-14; Halbwachs, Les causes de 
suicide (Paris, 1930); A. de Foville, R.d.e.p., June, 1910, pp. 464-79; earlier com- 
ments of F. Passy, Lallemond, Villaumé, and Tounnisseaux in Amnales, V (1862- 
64), 73 ff.; X (1873-74), 39, 44; J.d.e., 4th ser., XXXI (1885), 291 ff. G. Bouthoul 
contends, however, that progress and invention usually occur in spite of, and not 
because of, population pressure. See Revue internationale de sociologie, XLIII 


(1935), 185-97. 
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And foreign immigrants, too numerous to be assimilated, would 
press across the non-growing-land’s borders." 

Leroy-Beaulieu was even more optimistic than Gide**® con- 
cerning the future of man’s productive capacity. He suggested, 
following Berthelot, that man would probably develop synthetic 
food and learn to harness the energy of the sun and of the interior 
of the earth.'** He held that for a long time science would more 
than offset the tendencies to diminishing returns, and that the 
world faced a deficit of consumers rather than of products.'** Gide, 
though a critic both of much of the French depopulationist litera- 
ture’ and of J. S. Mill’s concept of an optimum population, 
agreed with Leroy-Beaulieu that France needed, on economic 
grounds alone, a higher birth-rate; that France could support a 
larger population;'** that France’s population, less dense than 
that of England or Belgium, was below the optimum size."** Gide 


39 Traité, IV, 527-28. He suggested, however, that France could assimilate 
enough immigrants to shake off torpor and offset emigration to colonies (ibid., pp. 
529, 630-31; I, p. 139). Both J. Morini-Combi (R.d.e.p., XLVI [1932], 94) and 
G. Mauco (Les étrangers en France (Paris, 1932]) attribute much of France’s post- 
war development to immigration; see also S. Wlocevski, R.d.e.p., XLIX (1935), 
324-59. 

14° See Gide, Principles (3d ed.), p. 330; Revue économique internationale, VII 
(1910), 452-53. For a complete bibliography of Gide see R.d.e.p., XLVI (1932), 
1826-37. 

"In a discussion of the then prevalent English view that England and the 
world would in several centuries be confronted with inadequate coal supplies, 
L. Kerrilis stated that by the time the coal supplies of the world had been exhausted 
men would be using the energy of the sun. See J.d.e., 3d ser., XLIII (1876), 198-99. 

1 Traité, I, 778-80; IV, 536-37, 571. For twenty years the output of goods 
destined for civilized countries had increased far more rapidly than their popu- 
lations, producing a disequilibrium in international commerce (ibid., IV, 531, 614). 
Leroy-Beaulieu criticized Malthus, Ricardo, Mill, and E. G. Ravenstein for their 
alleged presupposition that both conditions of production and men’s wants would 
remain static (ibid., IV, 539-40, 549. 558-59, 570-71, 575-76, 593 ff.). 

143 See R.d.e.p., XXXII (1918), 311. Gide’s criticisms of Malthus’ views appear 
in Gide and Rist, A History of Economic Doctrines (New York, 1913), Book I, 
chap. iii. 

44 Revue économique internationale, VII (1910), 454-55, 459-60. 

™48 He remarked (La revue hebdomadaire, May 8, 1909, p. 146), “There is for 
each country an optimum density, which is a function of the wealth of its territory 
and its degree of civilization, and which it is necessary to approach as far as pos- 
sible.” 
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said that if workers’ families averaged two children, and bourgeois 
families four, France’s population would increase by the right 
annual amount (i.e., 300,000-400,000, or about 1 per cent).' 
Landry, who regarded the population problem as France’s 
“fundamental problem,”’**7 conceived of the optimum population 
in terms of psychological satisfaction. He rejected the notion of 
maximum output with minimum effort, the concept of a maxi- 
mum number capable of attaining full moral, intellectual, and 
physical development, and the supposition of a necessarily high 
correlation between income and satisfaction. He believed, rather, 
that there existed for each class an optimum level of income, de- 
termined largely by the conditions surrounding the members of 
that class; that population policy should converge “the divergent 
elements toward the point which has been determined as the 
best.”*48 

O. Effertz developed, on the basis of his “ponophysiocratic” 
theory, an estimate of the optimum population for France. 
Agreeing with the physiocrats that the products of land are pro- 
duced under conditions of diminishing returns, and with the social- 
ists that the products of labor are produced under conditions of 
either constant or increasing returns, Effertz concluded that the 
optimum population for an area was equal to the maximum popu- 
lation supportable on that area at a given or desired average level 
of consumption of the products of land. 

It is necessary at first to calculate the extant harvest of food products 
[nourritures), that which, given the technique, is easy to make. It is necessary 
to divide this quantity by the quantity of food products which corresponds 
to the optimum and to the minimum of existence [as revealed by physiology]. 

The result of this division gives us the optimum and the maximum popu- 
lation for this territory. From these two values for population, it is neces- 
sary to subtract the population which exists. A positive sign for this differ- 


1 Tbid., pp. 146-47. 

147 R.p.e.p., XCIV (1918), 5-16. 

48 Scientia, XLV (1929), 251-62; also La révolution ..., pp. 77-87. Landry, 
a marginal productivity theorist, indicated that production per head would be at a 
maximum when the density of the population was such as to favor the most efficient 
division of labor and development of the means of transportation, communication, 
and goods-creation. See Manuel, pp. 741, 751. 
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ence signifies under-population, relative or absolute. A negative sign for this 
difference signifies over-population, relative or absolute.'4® 

France could support, on this reasoning, fifty millions, for 
her crop production had increased 32 per cent since 1870, that 
is, enough to support 32 per cent more than in 1870. Her popu- 
lation had increased but 5} per cent. Therefore, pro-natality 
measures were in order.*®° 

L. Brocard, who believed that France and Europe needed to 
develop population as rapidly as Asia and that only sentimental 
and moral measures could elevate natality, conceived of an 
optimum rhythm of growth: 

There is for each country, for each epoch, a rhythm of increase, variable 
with the natural resources and capital of which use can be made, with the 
aptitudes of its population, and which, more than any other, is able to favor 
its happy development. A more rapid rhythm exposes it to more or less 
serious difficulties and inflicts upon it more or less lasting ordeals, above all 
its technique remains stationary as does that of the Asiatic peoples. A slower 
rhythm must inevitably paralyze or retard its rise, sometimes entail its 
decay and impoverishment." 

M. Gianturco, noting the probable effects of different national 
rates of population growth, said that there exists for each terri- 
torial expanse “‘an optimum figure of population, below which it 
is difficult to descend without weakening a nation’s vitality.” 
This optimum, while it has upper limits, can be expanded as the 
utilization of resources is improved. A large nation has advan- 
tages in that when numbers are great, specialization, common cul- 
ture, industrial and social progress, national defense—‘in a 
word, the perfecting of social life’—are fostered. Smallness of 
population, accompanied by unutilized resources, is a national 
disadvantage, for unutilized resources attract outsiders. Since 
the “increase of humanity is an ineluctable law to which institu- 

149 R.d.e.p., XXVIII (1914), 148, 129-52; see also his Les antagonismes éco- 
nomiques (Paris, 1906). He developed his theory on the supposition of both a 
closed system, and of foreign trade, showing that, given the latter, the optimum 
was increased or decreased as the net land product income of the nation was in- 
creased or decreased. 

8° R.d.e.p., XXVII (1914), 150-52. 

1s Principe d’économie nationale et internationale (Paris, 1929), I, 295; also I, 
275-94; Il, 474-84. 
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tions and doctrines must adapt themselves,” and since peoples 
are prone to push from densely populated into sparsely populated 
areas, international law and an emigration policy designed “to 
distribute equitably the human forces over the globe is the only 
means of remedying efficaciously the danger of overpopulation.’”"™ 

Leroy-Beaulieu, Landry, and Gide differed somewhat in re- 
spect to pro-natality measures and their efficacy, as have most 
French writers on population.’ Although a non-interventionist, 
Leroy-Beaulieu advocated bounties of 500 francs for children 
beyond the second, reservation of governmental jobs for fathers 
of, or members of families of, three or more children, and measures 
designed to increase the economic productivity of children and 
to check the growth of social demand for the “non-essentials” of 
life.*** He advocated ‘“‘a complete change in the ideas and senti- 
ments, the advent of a less confined conception of family and 
filial love,” faith in the future, and greater indifference to 
wealth."** Gide had faith only in heavy bounties beginning with 
the third child.*® Landry questioned the efficacy of any pro- 
posals, saying that, on the whole, measures designed to reduce 
obstacles to childbearing were superior to those designed to alter 

1@ R.p.e.p., May, 1930, pp. 225-44. Gianturco’s views resemble in some respects 
those of W. S. Thompson as expressed in Danger Spots in World Population (New 
York, 1929). 

*s3 Leroy-Beaulieu, anticipating a decline in the interest rate, said that as the 
rate fell, and men could no longer hope to live solely on income from capital, they 
would become less avaricious, more inclined to rely upon labor, and less disinclined 
to have children (Trai#é, IV, 617). Leroy-Beaulieu believed the interest rate to 
depend “in large part, upon the average productivity of new forms of capital, or of 
disposable capital.” He supposed that the interest rate would continue to fall as 
capital became more secure and liquid (i.e., shiftable), as savings accumulated, and 
as the productivity of capital fell as a consequence. (See ibid., II, 132, 154-57.) 
Despite his supposition that inventive progress would continue, he apparently did 
not believe that the “given state of knowledge and industrial or agricultural applica- 
tion” would change enough to counterbalance the effect of accumulation. Gide did 
not believe that the interest rate would fall. (See Principles, 8th ed., pp. 577-81; 
asth ed., pp. 546-51.) 

84 See Précis, pp. 372-73, and other works. Colson (R.d.d.m., April 15, 1915, 
p. 862) preferred to award jobs to the competent and adjust wages according to 
family size. 

85 Traité, IV, 617. 

1 Principes, 25th ed., p. 687; R.d.e.p., XXXII (1918), 311. 
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psychological attitudes. He questioned whether even under 
socialism the population would impose on itself collectively the 
costs necessary to foster procreation.**? Out of these and other 
pro-natality proposals, all designed either to provide economic 
aid for parents, to throw political power to the larger families, or 
to change the attitude toward childbearing, have grown various 
familial aids and in part the family wage system, both of which 
may possibly have slightly checked the decline in French natality, 
a decline that apparently began in the late eighteenth century. 


SUMMARY 


In France the pro-Malthusianism which, in the second half 
of the eighteenth century, substantially replaced the pro-popula- 
tionism of the mercantilist writers gave place, in the closing third 
of the nineteenth century, to a kind of neo-mercantilistic pro- 
populationist approach to population problems. The writers who 
subscribed to the latter approach stressed the political, cultural, 
militaristic, and other non-economic advantages of a large popu- 
lation and of a relatively rapid rate of population growth. They 
believed, moreover, that a certain rate of population growth 
was preferable, even on economic grounds, to a lower rate, inas- 
much as population growth allegedly stimulated various phases 
of social life and prevented social stagnation. 

Within the ranks of the pro-Malthusian writers an increase in 
optimism is observable between 1800 and 1850. Even the rela- 
tively pessimistic Say and De Tracy, by substituting a more ex- 
pansible “means of existence” for a less expansible “means of 
subsistence,” implied an equilibrium state (in so far as they im- 
plied one at all) robbed, as was Ricardo’s equilibrium state, of 
the terror implicit in the Smithian stationary state."** The later 
Malthusians, although convinced that population pressure was 
the main source of poverty and misery, were optimistic, for they 
reasoned that if the growth of numbers were checked by means 


87 Manuel, p. 760; La révolution ... , pp. 88 ff. 

188 See Lionel Robbin’s comments on the conception of stationary equilibrium in 
Smith, Ricardo, and J. S. Mill in Economic Journal, XL (1930), 195-206. See R. 
Opie’s more pessimistic interpretation of Malthus, Quarterly Journal of Economics, 
XLIII (1929), 371; also F. W. Taussig, Wages and Capital (New York, 1896), p. 162. 
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of deferment of marriage and prudence in the married state, 
man’s lot would steadily improve. They therefore emphasized, 
as had Malthus, the need of inculcating in the population habits 
of thrift, industry, and foresight. They insisted, moreover, that 
a competitive, individualistic economic system was most con- 
ducive in the long run to human welfare. For each one function- 
ing under such a system would have transmitted back to him the 
rewards and pains properly attaching to his actions and to his 
failures to act, and would consequently act in such a way as to 
conduce to the maximizing of both his own welfare and that of 
the community. Moreover, resources would be used in a manner 
conducing to the maximization of average individual satisfaction. 
In proportion as the state provided poor relief, or in any way 
fostered population growth, it freed the individual of responsi- 
bility for his actions and encouraged a use of resources which 
would check economic progress and the tendency of per capita 
income to rise. These writers were not oblivious, however, to the 
fact that an individual’s sexual and economic behavior was con- 
ditioned in part by the milieu in which he lived. Hence they ad- 
vocated the establishment of institutions designed to encourage 
saving and mutual insurance and the inculcation of habits of 
thrift and industry, as well as the realization by the worker 
that his welfare depended in the long run both upon the manner 
in which he conducted himself as a worker and upon his behavior 
in respect to marriage and procreation. Prudence, caution, thrift, 
and industry were the keys to happiness. 

While the French Malthusians did not refine the laws of re- 
turns, they reasoned that, since the supply of land was fixed and 
since returns tended to diminish, the potential capacity of in- 
crease in the supply of food and other goods was less than the 
potential capacity of increase in population. While none of the 
Malthusians developed the concept of an optimum population, 
and while but few stressed the biological composition of the 
population,’®® many stated that a smaller cultured, trained, and 

89 Until quite recently, as M. T. Nisot points out (La question eugénique [Brus- 


sels, 1927], pp. 401-4), the eugenic movement made little headway in France be- 
cause: (1) eugenic measures involve a deviation from the system of individual 
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responsible population was preferable to a larger, more animal- 
like, poverty-stricken population. Concepts of an optimum were 
developed only by writers who were critics of Malthus and who 
rejected the concept of an optimum as developed by the English 
writers. None of the Malthusians emphasized, as much as had 
Malthus, the alleged benefits of the workings of the principle of 
population. They stressed rather, as we have noted, the need of 
curtailing that principle. 

The early French critics of Malthus, inspired apparently by 
faith in the theory of progress and in a meliorative trend in his- 
tory, and critical of the newly evolving capitalist system, rejected 
fatalistic interpretations of the population problem. They 
stressed, moreover, both the factors making for an improvement 
in the efficiency of the economic system and the fact that misery, 
created by capitalism, gave rise to sexual imprudence. The later 
critics of Malthus, although impressed by the forces making for 
increased production, rejected Malthusianism chiefly because 
they believed that the cultural determinants of fertility were 
largely independent of the growth of the means of existence and 
that, consequently, population growth was not appreciably con- 
ditioned by production. They failed, however, adequately to 
relate the fertility determining factors to the structure of the 
economic system or to the configuration of income distribution.” 





liberty; (2) the menace of depopulation has tended to check all measures designed 
to limit the natality of any class, to foster the preservation of all newly born and 
the encouragement of marriage by all, and to favor a relatively non-discriminatory 
immigration policy. Eugenic doctrines have always been supported by the French 
neo-Malthusians. 

x60 Limitations of space do not permit a detailed criticism of the sociological 
and economic presuppositions of the various French schools of thought relative to 
population. 
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MR. KEYNES ON THE RATE OF INTEREST AND 
THE MARGINAL EFFICIENCY OF CAPITAL 


P. T. ELLSWORTH 
University of Cincinnati 


— IS paper is in no sense a review of Mr. Keynes’s most 
{ “recent volume," but is concerned exclusively with certain 


important theoretical aspects of two of the leading con- 
cepts in this book, the rate of interest and the marginal efficiency 
of capital. It is proposed to criticize Mr. Keynes’s treatment of 
these topics with respect to (1) his complete rejection of the 
classical theory of interest, (2) the effects of changes in the rate of 
interest, (3) the relation between stock exchanges and the margin- 
al efficiency of capital, and (4) the relationship between capital 
accumulation and the marginal efficiency of capital. Before pro- 
ceeding to state these criticisms, however, it is essential to review 
briefly the meaning attached by Mr. Keynes to the rate of inter- 
est and the marginal efficiency of capital and to outline the réle 
played by these factors in his general theory of employment. 


I 


Given the propensity of the public to consume its income, the 
level of employment at any time is determined, according to Mr. 
Keynes, by the schedule of the marginal efficiency of capital 
(demand for new capital) and the rate of interest. The former 
provides a schedule of rates of investment which may profitably 
be pursued; the latter determines which of these rates will be- 
come effective. The interest rate is thus independent of the de- 
mand for capital and not, as in the “classical” theory, determined 
by the interaction of the latter with the supply of savings. It is 
not, in fact, the familiar thing we usually think of—the “price”’ 
which equalizes capital demand and supply—but, instead, a 
purely monetary concept, “the ‘price’ which equilibrates the de- 

«J. M. Keynes, The General Theory of Employment, Interest and Money (Mac- 
millan, 1936). 
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sire to hold wealth in the form of cash with the available quantity 
of cash.’ 

Mr. Keynes is led to adopt this view of the rate of interest as 
the result of an analysis of the decisions which confront the 
saver-investor. In the first place, this individual must determine 
how much of his current income he will consume and how much 
he will defer or save “in some form of command over future con- 
sumption.” Here the individual’s psychological time-preferences 
are relevant. This decision taken, however, there remains a 
further and more important decision to be made, “namely, in 
what form he will hold the command over future consumption 
which he has reserved whether out of his current income or from 
previous savings.’’ He can ‘hold it either in immediate, liquid 
form (money or its equivalent) or in the form of future goods 
(capital assets). 


In other words, what is the degree of his liquidity-preference—where an 
individual’s liquidity-preference is given by a schedule of the amounts of his 
resources, valued in terms of money or of wage-units, which he will wish to 
retain in the form of money in different sets of circumstances? 


It is this decision that is vitally important with respect to the 
determination of the rate of interest. For, Mr. Keynes argues, 

It should be obvious that the rate of interest cannot be a return to saving 
or waiting as such. For if a man hoards his savings in cash, he earns no inter- 
est, though he saves just as much as before. On the contrary, the mere defi- 
nition of the rate of interest tells us in so many words that the rate of inter- 
est is the reward for parting with liquidity for a specified period. For the rate 
of interest is, in itself, nothing more than the inverse proportion between a 
sum of money and what can be obtained for parting with control over the 
money in exchange for a debt for a stated period of time. 

Thus the rate of interest at any time, being the reward for parting with 
liquidity, is a measure of the unwillingness of those who possess money to 
part with their liquid control over it.4 


It is the price not of saving or waiting but of non-hoarding. And 
it is determined not by the demand for new capital to invest and 
the supply schedule of savings but by the scale of liquidity-prefer- 
ence of the community and the quantity of money furnished by 
the banking system. Thus established, the rate of interest tells us, 


? Ibid., p. 167. 3 Ibid., p. 166. 4 Ibid. 
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in conjunction with the schedule of the marginal efficiency of 
capital, what rate of investment and thereby what volume of em- 
ployment, output, and income can be sustained. 


II 


This approach obviously involves an almost complete break 
with the reasoning of the “classical’’ economists on the subject of 
the rate of interest. In many respects Mr. Keynes’s analysis 
marks, in my opinion, a distinct advance over the traditional 
one, particularly in the emphasis it gives to the hitherto ignored 
element—liquidity-preference. Yet his actual handling of the 
classical theory, to which we may now turn, is open to serious 
criticism. 

The nature and the degree of Mr. Keynes’s disagreement with 
the classical explanation is vividly expressed in the following 
passage: 

The classical theory of the rate of interest seems to suppose that, if the 
demand curve for capital shifts or if the curve relating the rate of interest to 
the amounts saved out of a given income shifts or if both these curves shift, 
the new rate of interest will be given by the point of intersection of the new 
positions of the two curves. But this is a nonsense theory. For the assump- 
tion that income is constant is inconsistent with the assumption that these 
two curves can shift independently of one another. If either of them shift, 
then, in general, income will change; with the result that the whole schema- 
tism based on the assumption of a given income breaks down.5 


The actual situation can be presented in the form of a series of 
interdependent, self-evident propositions, which clearly indicate 


5 Ibid., p. 179. Immediately following this quotation, Mr. Keynes goes-on to 
say: “The position could only be saved by some complicated assumption providing 
for an automatic change in the wage-unit of an amount just sufficient in its effect 
on liquidity-preference to establish a rate of interest which would just offset the sup- 
posed shift, so as to leave output at the same level as before. In fact, there is no 
hint to be found in the above writers as to the necessity for any such assumption; 
at the best it would be plausible only in relation to long-period equilibrium and could 
not form the basis of a short-period theory; and there is no ground for supposing it 
to hold even in the long-period. In truth, the classical theory has not been alive to 
the relevance of changes in the level of income or to the possibility of the level of 
income being actually a function of the rate of investment.” 

While admitting the validity of the last charge, I do not believe the “complicated 
assumption” suggested by Mr. Keynes is required to make sense of the classical 
theory or that this qualification protects him from the criticism I shall offer. 
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the nature of the dilemma: The volume of saving depends (cet. 
par.) on income. Income depends (cet. par.) on the rate of in- 
vestment. The rate of investment depends (cet. par.) on the rate 
of interest. Hence, until the rate of interest is known, the volume 
of saving is unknown, and the rate of interest cannot be deter- 
mined by the interaction of the marginal efficiency of capital 
(the demand for capital to invest) and the supply schedule of 
saving. The rate of interest is indeterminate in a society in which 
there exists no factor, similar to liquidity-preference, capable of 
establishing the rate of interest independently of the volume of 
investment and of saving. 

Mr. Keynes relies for a solution on his scale of liquidity-prefer- 
ence and the quantity of money provided by the banking system. 
But is this really any more satisfactory an answer than that 
offered by the classical economists? For liquidity-preference it- 
self varies with income. This is occasionally admitted by Mr. 
Keynes himself, as, for example, in the passage: “An increment 
(or decrement) of employment is liable, however, to raise (or 
lower) the schedule of liquidity-preference; there being three ways 
in which it will tend to increase the demand for money 

That liquidity-preference rises and falls with income follows, 
moreover, from the nature of the “subjective factors” governing 
the propensity to consume’ and from the “progressive change in 
the marginal propensity to consume, as the position of the margin 
is gradually shifted.”* For the subjective motives which deter- 
mine the individual’s propensity to consume, as well as the mo- 
tives of enterprise, liquidity, improvement, and financial pru- 
dence, which determine the disposition of the incomes of cor- 
porations and other institutions, are clearly such as to determine 
at the same time the volume of saving of the community for all 
conceivable purposes, and thereby the volume of funds subject to 


6 Tbid., p. 248. 

7 The “eight main motives or objects of a subjective character which lead indi- 
viduals to refrain from spending out of their incomes,” as, for example, the desire 
“to build up a reserve against unforeseen contingencies,” the desire “to enjoy a sense 
of independence and the power to do things,” etc. (ibid., pp. 107-8). 

8 Ibid., p. 120. 
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liquidity considerations, i.e., the decision whether to hoard or to 
invest. Now if the marginal propensity to consume changes pro- 
gressively with changes in income, thereby also altering the aver- 
age propensity to consume, so likewise will the proportion of in- 
come reserved for purposes of liquidity and of investment vary. 
In brief, Mr. Keynes’s scale of liquidity-preference is no more 
independent of the level of income than is the volume of saving. 
The foregoing series of interdependent propositions should be 
headed by the proposition: The scale of liquidity-preference de- 
pends (cet. par.) on the volume of saving. 

But there is a further point. The rate of interest, according to 
Mr. Keynes, is determined by two factors: the scale of liquidity- 
preference of the public and the quantity of money furnished by 
the banking system. The former of these we have shown to be 
not an independently established factor but one varying with the 
level of income. Is not the quantity of money, however, quite as 
much a variable? As income increases, bank loans and deposits 
likewise increase, thereby progressively altering the supply of 
money. Although there is no fixed relationship between these 
two, yet given the type of banking institutions with which society 
is provided (and which Mr. Keynes assumes as the background 
of his theory), there is no question but that income and the 
quantity of money tend to vary together. In fact, as society is 
actually constituted, one of the chief conditions requisite for an 
expansion of output, employment, and income is the willingness 
of the banking system to permit an expansion of the supply of 
money. Only in a community adhering deliberately to a policy 
of maintaining a fixed supply of money would the quantity of 
money fail to expand with income. 

If Mr. Keynes’s two supposedly independent determinants of 
the rate of interest—liquidity-preference and the quantity of 
money—are, as I have attempted to show, not constants whose 
values are known independently of the variables of the system, 
but themselves dependent variables, then, so far as determinate- 
ness goes, Mr. Keynes’s solution stands on all fours in exactly the 
same position as the classical solution. The relations of invest- 
ment, saving, income, and the rate of interest are completely 
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interdependent, and the situation, Mr. Keynes would say, is in- 


determinate. 
But is this really so? Is this state of affairs any different from 


that posited by the general equilibrium theory of value, in which 
all the elements are mutually interdependent? The system of 
relationships, while one of complete mutual interdependence, is 
not hopelessly indeterminate; it is completely described by a 
series of equations expressing those relationships. Thus if we let 
S=savings, ]=income, i=investment, r=the rate of interest 
(or, rather, a complex of rates of interest r,, r., etc.), M=the 
quantity of money, and R=the capital resources of the com- 
munity exclusive of current new savings, then S = F(J),J = f(i), 
i = o(r), andr = L’(S, R, M). The function F, relating savings 
to income, is given by the propensity to consume, while L’ repre- 
sents liquidity-preference. Owing to the fact that liquidity-prefer- 
ence refers to current savings as well as to previously existing 
capital resources, the equation for the rate of interest becomes 
one of a series of interdependent equations, instead of inde- 
pendently determined by constants which can be taken as given.? 
If we assume M and R to be known, we have as many equations 
as we have unknowns, and the problem is capable of solution. 


9 Mr. Keynes says: “Liquidity-preference is a potentiality or functional tend- 
ency, which fixes the quantity of money which the public will hold when the rate of 
interest is given; so that if r is the rate of interest, M the quantity of money and L 
the function of liquidity-preference, we have M = L(r)” (ibid., p. 168). The vari- 
ables can of course be reversed, giving us an equation of the form r = L’(M), where 
liquidity-preference (L’) is a functional tendency fixing the rate of interest at which 
any given quantity of money will be held. Regardless of which form of equation is 
used, Mr. Keynes overlooks the fact that he is assuming the total resources, a pro- 
portion of which the public will wish to hold in liquid form, to be a constant. Actu- 
ally, owing to current savings, it varies with income. What is needed is a more 
complex equation, M = L(R, r) or r = L’(R, M), in which R is a variable, total 
resources including savings. If savings are separated out, and R is regarded as con- 
sisting of total resources exclusive of new savings, the equation becomes 
r = L'(S, R, M). f 

The problem by no means ends here, however. Mr. Milton Friedman has called 
my attention to the fact that even if we regard R as total resources exclusive of new 
savings, it cannot be considered a constant. For by resources Mr. Keynes means the 
value of the public’s resources, and what value the public puts on its capital assets 
depends upon the rate cf interest! Still another equation, R = f'(r), is in fact 
needed. 
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Ill 


Consider for a yhoment the situation in a non-monetary 
economy (“an economy in which there is no asset for which the 
liquidity-premium is always in excess of the carrying costs’’)."° 
In such a community, where liquidity-preference would have no 
chance to operate, the only alternatives open to the individual 
in his disposal of income would be expenditure on consumption 
and investment in physical capital assets. Does this mean that 
there would be no rate of interest? Assuredly not, if there still 
existed an effective rate of time-preference, i.e., if the preference 
for present over future goods were sufficient to restrict savings 
to a volume inadequate to satisfy the demand for capital except 
at a premium (rate of interest) greater than zero. Whether this 
condition must always obtain, or whether time-preference may 
become so weak and the motives to accumulation so strong as to 
make possible—apart from liquidity-preference—a state of affairs 
in which the rate of interest is zero, are questions the answers to 
which lie outside the scope of this paper. If much weight is ac- 
corded the considerations advanced by Professor Cassel in his 
Nature and Necessity of Interest, a society with a zero rate of inter- 
est is certainly extremely unlikely. 

At any rate, in a non-monetary economy the schedule of time- 
preference, given when we know the propensity to consume, 
would replace liquidity-preference as one of the determining fac- 
tors. And while Mr. Keynes’s charge that the classical theory has 
ignored the crucial importance of changes in income is correct, 
making it necessary to introduce this variable into the problem, 
it does not follow, if my reasoning in the preceding section is valid, 
that the problem is incapable of solution. The various elements 
are mutually interrelated, but not less determinate than in an 
economy where liquidity-preference plays a part. The situation 
can be represented by a series of four interdependent equations, 
in which the first three are identical with those previously given. 
Since in a non-monetary economy liquidity-preference drops out 
of the picture, so likewise do R (total resources exclusive of cur- 


1° Tbid., p. 289. 
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rent savings) and M, the factors to which liquidity-preference 
refers, and the fourth equation becomes r = 7(S), expressing the 
dependence of the rate of interest upon time-preference (J) with 
respect to savings. 

IV 

There still remains the question as to whether or not in a 
monetary economy (a community using a money whose liquidity 
premium is in excess of its carrying costs) liquidity-preference and 
the quantity of money should be substituted for capital demand 
and supply as determinants of the rate of interest. 

Now while Mr. Keynes appears to me to have overlooked the 
existence of a determinate solution, along classical lines, of the 
interest problem in a non-monetary economy, there is good reason 
to believe that, for a society which uses money capable of serving 
as a store of liquid value, an answer similar to his must be sought. 
For the possibility that savings, or resources generally, can be 
held in liquid form means that the act of saving and the act of 
investment are no longer coincidental, as they would be in a 
non-monetary economy (as defined by Mr. Keynes). When sav- 
ings are held in the form of money, the act of saving does not in 
itself add to the supply of capital. Only if savings, current or 
past, are surrendered to borrowers do they receive an interest 
premium. Interest is thus, in a monetary economy, not a pay- 
ment for saving as such, but, as Mr. Keynes urges, “the reward 
for parting with liquidity for a specified period.” For an explana- 
tion of the factors determining the rate of interest we must look, 
therefore, to the motives governing the desire of the public to 
hold liquid resources and to the volume of liquid resources (i.e., 
money) available to satisfy that desire.™ 


™ Mr. Keynes’s concept of money is extremely flexible. He says: “We can draw 
the line between ‘money’ and ‘debts’ at whatever point is most convenient for hand- 
ling a particular problem. For example, we can treat as money any command over 
general purchasing power which the owner has not parted with for a period in excess 
of three months, and as debt what cannot be recovered for a longer period than this; 
or we can substitute for ‘three months’ one month or three days or three hours or any 
other period; or we can exclude from money whatever is not legal tender on the spot. 
It is often convenient in practice to include in money time-deposits with banks and, 
occasionally, even such instruments as (e.g.) treasury bills. As a rule, I shall, as in 

















MR. KEYNES ON THE RATE OF INTEREST 775 


Although this type of approach to the theory of the rate of 
interest seems most appropriate for a monetary economy, cer- 
tain portions of Mr. Keynes’s discussion leave something to be 
desired. It is not at all clear just how changes in liquidity-prefer- 
ence and therewith in the rate of interest work out their effects 
on investment and employment. Moreover, the universality of 
the effects of such changes is open to question. Let us consider 
these matters in turn. 

Because of the way in which investment and saving are defined 
(chap. vi), these two are always equal. A change in the public’s 
scale of liquidity-preference, while affecting both investment and 
saving, must always affect them equally. Nonetheless, an increase 
in liquidity-preference, for example, though certain to bring about 
a decline in investment, in income, and in saving, may do so in 
either of two ways, not distinguished from each other in Mr. 
Keynes’s analysis. Thus, if such a shift be considered to impinge 
without delay directly upon investment by entrepreneurs, the 
rate of investment will decline to the point where the marginal 
efficiency of capital is equal to the rate of interest. With this de- 
cline of investment, income and saving will fall by an equal 
amount, so that at the new level of income, saving = investment. 
(Owing to a probable drop in liquidity-preference, traceable to 
reduced monetary requirements to satisfy the income, business, 


my Treatise on Money, assume that money is co-extensive with bank deposits’ 
(ibid., p. 167 n.). 

While it cannot be denied that many other types of “liquid” assets than cash and 
bank deposits may, under varying conditions, be used to satisfy the desire for 
liquidity, such an elastic definition of money suggests serious difficulties. If the rate 
of interest is fixed by the schedule of liquidity-preference of the public and the 
quantity of money, how is it possible to arrive at a theoretically determinate solu- 
tion until “money” is rigorously defined? Must “money” be defined anew for every 
conceivable set of circumstances? 

If, indeed, as Mr. Keynes reasons (p. 168), the condition necessary to the ap- 
pearance of liquidity-preference is “the existence of uncertainty as to future rates of 
interest” (i.e., the prices of fixed-dated securities of various maturity dates), it would 
seem that any debt whose price could fluctuate, even of so short a life as Treasury 
bills, must be excluded from the concept of money. The only completely liquid 
asset, subject to no element of uncertainty and capable of perfectly satisfying the 
desire for liquidity, would be cash and demand deposits. 
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and precautionary motives, there may well be some accompany- 
ing decline in the rate of interest.) 

If, however, the impact of the rise in liquidity-preference (and 
the rate of interest) upon investment is delayed, investment may 
continue for a time with, therefore, no immediate change in in- 
come or saving. An alteration in the disposition of savings, how- 
ever, will produce the same end-result by a different route. With 
a higher scale of liquidity-preference not all of current savings will 
be invested—a portion will be hoarded. Such a failure of current 
savings to flow steadily into investment will make it impossible 
to market sufficient new security issues to maintain current in- 
vestment except at heavy price reductions. Underwriters will 
stand to lose on unmarketed securities in their possession; and 
their reluctance to undertake the marketing of additional issues 
will increase sharply. Faced with this greater difficulty of raising 
new capital, the executive heads of industrial concerns will reduce 
the volume of new investment, whereupon, as in the former case, 
income and saving will likewise fall, with saving and investment 
continuing equal to one another. 

Changes in liquidity-preference might work out their effects by 
either of the routes outlined, affecting investment directly and 
without delay or impinging first upon savings and influencing the 
rate of investment only after a time lag. For various reasons the 
second alternative seems more likely to be realized in practice. 
Variations in the prices of fixed-dated securities, which are the 
direct manifestation of shifts in liquidity-preference, need not and 
probably will not immediately affect the rate of investment as 
practiced by industrial borrowers. In the first place, funds for 
capital development are usually acquired some time in advance 
of the date of actual expenditure. Hence even though a higher 
rate of interest may after a time necessitate a reduction of invest- 
ment operations, for a period they may be carried on without 
specific reference to the new and more difficult terms of borrow- 
ing. Second, to the extent to which commitments have been made 
which cannot be revoked without incuring great loss (partly 
finished construction, etc.), capital development will be con- 
tinued even if additional funds have to be acquired at more 
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onerous rates. Finally, borrowers may have access to supplies 
of capital which at least temporarily are not affected by the 
increase in liquidity-preference—a point which will be more fully 
elaborated presently. 

These considerations indicate that a change in liquidity-prefer- 
ence will affect the rate of investment only after an interval of 
delay; it impinges immediately and directly upon the disposal 
made of savings, influencing investment indirectly, through the 
channels by which savings are put at the command of borrowers. 
This interpretation of the mechanism involved not only has the 
virtue of realism but also has the added advantage of emphasizing 
the fact that the maintenance of a given level of employment and 
income requires both a certain rate of investment by entre- 
preneurs and the purchase of the resulting new investment by 
savers. This distinction between the activity of those who borrow 
the funds required for investment purposes and those who supply 
these funds is by no means always clearly maintained by Mr. 
Keynes. We shall consider this point in greater detail in the next 
section. 

Now as to the universality of the influence of the rate of inter- 
est as determined by liquidity-preference: Is all investment 
filtered through this net? With respect to a considerable propor- 
tion of current investment, the answer would seem to be “no.” 
Certainly the yield on bonds—the interest rate most directly 
affected by fluctuations in the speculative motive to liquidity- 
preference—is a decidedly secondary matter so far as concerns 
funds withheld from earnings by corporations and other business 
organizations. Far more important than the possible yield from 
investing available resources in outstanding bonds are such con- 
siderations as the long-range plans of directors and management 
for development, special conjunctures in particular commodity 
markets, and the desire to acquire control over certain industrial 
properties. 

Moreover, even with respect to funds raised by the sale of 
stock to the public, the existence of a bull market for such securi- 
ties will permit a rate of investment in excess of that which could 
be maintained if the only relevant factors were the prospective 
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yield from additional investment (marginal efficiency of capital) 
and the market rate of interest. The same conclusion holds for 
capital raised by the issue of rights to purchase stock at a price 
below the market. In the first instance, stock-market conditions 
in effect (and in a roundabout manner) lead to the offer of capital 
at less than the current rate of interest; in the second instance, 
the borrowing concern in effect promises a higher return than can 
be earned on a market purchase of the stock. 


V 


After discussing the meaning of the marginal efficiency of 
capital (chap. xi), which he defines in terms of the relation be- 
tween the prospective yield of a capital asset and its supply price, 
Mr. Keynes proceeds in the next chapter to “consider in more 
detail some of the factors which determine the prospective yield 
of an asset.’’” In the course of this brilliant and suggestive analy- 
sis he arrives at novel and, it may be, not altogether defensible 
conclusions as to the relationship between the marginal efficiency 
of capital and stock-market speculation. Let us state his argu- 
ment and then examine it critically. 

Besides the existing capital equipment and current consumers’ 
demand for goods requiring the use of considerable capital, the 
determinants of prospective yields consist, according to Mr. 
Keynes, of future events of some degree of uncertainty. These— 
namely, future changes in capital assets, in consumer demands, 
and in wages—since they are at any present moment merely 
someone’s opinion, give rise to what he calls the “state of long- 
term expectation.” Because of the uncertainty surrounding 
future events, another mental attitude, the state of confidence, 
also plays an important part. This factor’s 
relevance to economic problems comes in through its important influence on 
the schedule of the marginal efficiency of capital. There are not two separate 
factors affecting the rate of investment, namely, the schedule of the marginal 
efficiency of capital and the state of confidence. The state of confidence is 
relevant because it is one of the major factors determining the former, which 
is the same thing as the investment demand-schedule.*s 


" Ibid., p. 147. "3 Ibid., p. 149. 
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As a consequence of the modern separation between ownership 
and management, Mr. Keynes believes a new factor has arisen 
which increases the instability of the economic system, thereby 
likewise rendering unstable the state of confidence and the state 
of long-term expectation. This disturbing element is to be found 
in the operation of organized security markets. Existing invest- 
ments are constantly being revalued on these markets. Not only 
do such revaluations exercise a direct influence on the rate of in- 
vestment, but, because of the nature of the forces that predomi- 
nate on stock exchanges, this influence is also quite capricious. 
Moreover, it tends to spread. Of the first point Mr. Keynes says: 

But the daily revaluations of the Stock Exchange, though they are pri- 
marily made to facilitate transfers of old investments between one individual 
and another, inevitably exert a decisive influence on the rate of current in- 
vestment. For there is no sense in building up a new enterprise at a cost 
greater than that at which a similar existing enterprise can be purchased; 
whilst there is an inducement to spend on a new project what may seem an 
extravagent sum, if it can be floated off on the Stock Exchange at an imme- 
diate profit. Thus certain classes of investment are governed by the average 
expectation of those who deal on the Stock Exchange as revealed in the price 
of shares, rather than by the genuine expectations of the professional entre- 
preneur.*4 


Now such revaluations of assets as take place in stock ex- 
changes are carried out not by men devoted to the sober calcula- 
tion of probable changes in economic data but by individuals 
motivated by the instincts of the gaming table. In Mr. Keynes’s 
vivid phrase, professional investment on the stock exchange is 
concerned not with the basic factors determining the future level 
of economic activity but with “anticipating what average opinion 
expects the average opinion to be.’’ Moreover, while speculation 
does not always dominate in matters of investment, yet with the 
increasing prominence of stock exchanges it tends more and more 
in that direction. 


If I may be allowed to appropriate the term speculation for the activity of 
forecasting the psychology of the market, and the term enterprise for the 
activity of forecasting the prospective yield of assets over their whole life, 
it is by no means always the case that speculation predominates over enter- 


“4 Ibid., p. 151. 
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prise. As the organisation of investment markets improves, the risk of the 
predominance of speculation does, however, increase. In one of the greatest 
investment markets in the world, namely, New York, the influence of specu- 
lation (in the above sense) is enormous.*s 

The outcome is serious. In pungent language, “When the 
capital development of a country becomes a by-product of the 
activities of a casino, the job is likely to be ill-done.’”"* Put more 
soberly, we find that “the marginal efficiency of capital is fixed, 
not by the ‘best’ opinion, but by the market valuation as deter- 
mined by mass psychology 

It is unquestionably true that in emphasizing the importance 
and the delicate nature of the state of business confidence Mr. 
Keynes has put his finger on a significant and hitherto neglected 
element. And it must also be admitted that the revaluations 
which take place upon the stock exchanges may exert an influ- 
ence upon the readiness of individuals to borrow and to invest. 
But, granting these points, is it equally true that even where the 
stock market is as prominent as in the United States, the connec- 
tion between stock-market sentiment, the state of confidence, and 
the investment demand-schedule is as intimate and as direct as 
Mr. Keynes suggests? For the reason advanced in the following 
paragraphs I do not think it is. 

In the first place, the “decisive influence on the rate of current 
investment” supposed to be exerted by high or low security 
quotations can only have the effect of directly stimulating or re- 
tarding the rate of investment if the price of the securities of a 
particular concern rises above or falls below the reproduction 
cost of the property in question. Unless the price change is of 
this magnitude, it pays neither to reproduce the capital assets to 
unload them on the market nor to buy the property rather than 
to build up a new enterprise. Moreover, there will be no ap- 
preciable stimulus to an increased production of capital equip- 
ment unless there is a reasonable expectation that a rise of 
security prices will endure for a period sufficient to insure comple- 
tion and sale of the new enterprise. From these considerations it 
follows that for a generally accelerative or depressive influence 


8 Ibid., pp. 158-59. %6 Tbid., p. 159. 11 Ibid., p. 170. 
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upon investment to be felt the swing of stock prices must be a 
major one. Even considerable fluctuations, if of short duration, 
cannot be expected to stimulate the output of capital equipment 
directly and materially, while nothing short of a stock-market 
collapse will be required to check seriously the rate of investment. 
These remarks, it should be emphasized, assume the direct con- 
nection between stock-price fluctuations and the rate of invest- 
ment suggested by Mr. Keynes in the first passage quoted. 

But even a major stock-market movement, while it would 
doubtless both reflect and affect business confidence, could hardly 
be expected to influence the rate of investment in the direct 
manner postulated by Mr. Keynes. For if we suppose stock 
prices to have suffered a severe collapse, so that the market valua- 
tion of any given property is less than its reproduction cost, it 
might and probably would still be less costly to construct the 
physical equipment for a new enterprise, for the simple reason 
that any attempt to buy up all of or even a controlling interest 
in the outstanding stock of the old enterprise would be certain 
to force up the price per share, quite possibly to a sufficient de- 
gree so that the new valuation would exceed the reproduction 
cost. Thus it would appear that, provided the other basic factors 
determining the prospective yield of capital assets were favorable, 
a low level of stock prices should offer no appreciable deterrent to 
investment, except so far as it has an indirect effect upon the state 
of confidence. A similar conclusion seems unavoidable with re- 
gard to the connection between a rise in stock prices and invest- 
ment activity. For seldom if ever is a new enterprise crexted for 
the express purpose of unloading it on the market, if for nc other 
reason than that the risk of a decline in stock prices, in the inter- 
val between the commencement and the completion of construc- 
tion, is too great. Moreover, if the existing and probable future 
facts with respect to the supply of capital equipment and with 
respect to consumers’ demand for products requiring its use are 
unfavorable, then no matter how high the level of stock prices 
at the moment, there seems little reason to believe that anyone 
would be so rash as to undertake new investment with a view to 
disposing of it on the stock market. 
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If, as must be admitted, much of the intellectual activity of 
stock-market operators is devoted to “anticipating what average 
opinion expects average opinion to be,” and if there is some con- 
nection between stock-market speculation and the state of con- 
fidence, in what precisely does this relation consist? Basically, it 
would appear that the stock market reflects the influence of fac- 
tors which simultaneously affect business confidence directly. 
Both the level of stock prices and the state of confidence are re- 
sults of common causes, namely, our knowledge of existing data 
relevant to prospective yields and our anticipation of future 
changes in these data, together with the degree of certainty or un- 
certainty of our anticipations. Mr. Keynes puts the matter very 
well when he says, “if we expect large changes but are very un- 
certain as to what precise form these changes will take, then our 
confidence will be weak.”* And, he might have added, the stock 
market as well as our confidence will reflect this uncertainty. 

If the foregoing line of argument is valid, then it cannot be true 
that “the marginal efficiency of capital is fixed .... by the 
market valuation as determined by mass psychology 
Whatever the status of stock-market sentiment, the industrial 
borrower must still frame his decision to invest and to seek addi- 
tional funds for this purpose largely in terms of current and prob- 
able future facts appertaining to possible profits in his industry. 
It is in the minds of these borrowers that the marginal efficiency 
of capital is determined, not in the mass psychology of the stock 
market. 

Indeed, to adopt the Keynesian view is to confuse the stock 
market with the capital market. Business enterprises are the 
primary source of capital demand. And neither this demand, as 
such, nor the supply of new funds for investment appears on the 
stock market."® 

18 Tbid., p. 148. 

9 An increased demand for new capital, based on improved prospective yields, 
will show up on the stock market in an inverted form, as an additional supply of 
new issues of shares. As these issues increase, their purchasers will presumably 
dispose of some proportion of them on the security markets, which will augment 


the volume of shares offered for sale. The improved prospect of yields, which fur- 
nished the basis for an increase in capital demand, will ordinarily, of course, stimu- 
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Organized security markets bring together not the demand of 
entrepreneurs for new capital and the supply of current new sav- 
ings but buyers and sellers of outstanding stock issues. It is true, 
of course, that the facilities stock markets offer for the ready dis- 
posal of holdings of existing securities furnish an element of 
liquidity which influences the willingness of the investor to invest. 
But the provision of such facilities is by no means identical with 
the provision of contact between borrowers and lenders of new 
capital funds. This contact is supplied when new issues are sold 
to the public by underwriters; when appeal for additional funds 
is made direct to existing stockholders or when earnings are re- 
invested, it is furnished by corporate management. 

The demand for capital may, naturally, be influenced by high 
or low prices for securities, which may have the same effect, as 
Mr. Keynes points out, as a low or high rate of interest. High 
stock prices, by rendering the flotation of new issues easier and 
less costly, may result in a given capital demand being more fully 
sated.” But it is conditions of supply and not of demand that 
are directly involved; the position of the demand schedule (the 
marginal efficiency of capital) is still dependent upon sober long- 
run considerations, together with the degree of certainty marking 
estimates of future change. 


late a rise in the demand on the stock markets for outstanding issues and thereby 
in stock prices. This demand, however, as the argument above shows, is not a de- 
mand for new capital on the part of borrowers, but a demand for income-yielding 
securities. 

2° Mr. Keynes says: “In my Treatise on Money (vol. ii. p. 195) I pointed out 
that when a company’s shares are quoted very high so that it can raise more capital 
by issuing more shares on favourable terms, this has the same effect as if it could 
borrow at a low rate of interest. I should now describe this by saying that a high 
quotation for existing equities involves an increase in the marginal efficiency of the 
corresponding type of capital and therefore has the same effect (since investment 
depends on a comparison between the marginal efficiency of capital and the rate of 
interest) as a fall in the rate of interest” (ibid., p. 151). 

If the reasoning advanced in this paper is correct, there is no increase in the 
marginal efficiency of capital, but rather an improvement in the terms upon which 
new stock issues will be taken, i.e., a decline in liquidity-preference on the part 
of the public. This decline in liquidity-preference is quite similar in nature (though 
relative to a different class of securities) to the shift in liquidity-preference of which 

a rise in bond prices is the manifestation. 
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The conclusion just reached—that the investment demand 
schedule is determined by such matters as the existing capital 
equipment, the rate at which it is currently being increased, in- 
ventions and changes in technique, the prices of actual or poten- 
tial substitutes, the present and probable future of demand, and 
uncertainty as to the form and incidence of anticipated future 
changes—this conclusion may, indeed, also be applied in large 
part to stock-market fluctuations. That is, the level and trend of 
prices and activity in the stock market are probably more funda- 
mentally determined by such basic considerations than by at- 
tempts to outwit the crowd, to outguess the other fellow, or any 
other manifestation of the speculative temper. True it is, of 
course, that purely speculative impulses have a freer rein on the 
stock exchange than almost anywhere else outside a casino’s 
wells, particularly in determining the relative fluctuations in the 
prices of the shares of individual corporations. Moreover, a gen- 
eral upward or downward movement of prices may be aggravated 
by an excess of optimism or pessimism among speculators, pro- 
vided the underlying basic considerations are favorable or un- 
favorable, as the case may be. But that the general direction of a 
price movement is the resultant of “a whirlpool of speculation,” 
let alone the more important conclusion that this whirlpool of 
speculation dominates over enterprise, so that “the capital de- 
velopment of a country becomes a by-product of the activities of 
a casino,” Mr. Keynes has not, I believe, successfully demon- 
strated. 

There is, indeed, ground for doubting whether Mr. Keynes 
realizes and accepts the implication of this view. It should be 
noted that since one of the fundamental theses of his book is 
that the rate of investment determines the general level of em- 
ployment and output, then if he means his conclusions with re- 
spect to the relation of stock-market activity and the rate of 
investment to be taken seriously, he is implicitly holding that 
stock-exchange speculation governs the volume of employment 
and production. Apparently, however, Mr. Keynes is unwilling 
to maintain this position consistently. For when he turns to a 
discussion of the trade cycle, which he thinks is mainly attribut- 
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able to fluctuations in the marginal efficiency of capital, emphasis 
is placed not upon the part played by speculation in the security 
markets but upon variations in the quantity of real capital goods. 
Of this subject Mr. Keynes says: 


The essential character of the Trade Cycle and, especially, the regularity 
of time-sequence and of duration which justifies us in calling it a cycle, is 
mainly due to the way in which the marginal efficiency of capital fluctuates. 
The Trade Cycle is best regarded, I think, as being occasioned by a cyclical 
change in the marginal efficiency of capital, though complicated and often 
aggravated by associated changes in the other significant short-period 
variables of the economic system. 

.... Now, we have been accustomed in explaining the “crisis” to lay 
stress on the rising tendency of the rate of interest under the influence of the 
increased demand for money both for trade and speculative purposes. At 
times this factor may certainly play an aggravating and, occasionally per- 
haps, an initiating part. But I suggest that a more typical, and often the 
predominant, explanation of the crisis is, not primarily a rise in the rate of 
interest, but a sudden collapse in the marginal efficiency of capital. 

The later stages of the boom are characterised by optimistic expectations 
as to the future yield of capital-goods sufficiently strong to offset their grow- 
ing abundance and their rising costs of production and, probably, a rise in 
the rate of interest also. It is of the nature of organised investment markets, 
under the influence of purchasers largely ignorant of what they are buying 
and of speculators who are more concerned with forecasting the next shift 
of market sentiment than with a reasonable estimate of the future yield of 
capital-assets, that, when disillusion falls upon an over-optimistic and over- 
bought market, it should fall with sudden and even catastrophic force. 
Moreover, the dismay and uncertainty as to the future which accompanies a 
collapse in the marginal efficiency of capital naturally precipitates a sharp 
increase in liquidity-preference—and hence a rise in the rate of interest. 
Thus the fact that a collapse in the marginal efficiency of capital tends to be 
associated with a rise in the rate of interest may seriously aggravate the de- 
cline in investment. But the essence of the situation is to be found, neverthe- 
less, in the collapse in the marginal efficiency of capital, particularly in the case 
of those types of capital which have been contributing most to the previous phase 
of heavy new investment?" 

Now while in these passages there is a single reference to the 
réle of “organised investment markets,” the emphasis is all upon 
the accumulation of actual physical capital, as it is again in the 
immediately following discussion of the duration of the trade 


+t Ibid., pp. 313-16. Italics in last sentence mine. 
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cycle. Apparently Mr. Keynes has deserted the position main- 
tained in chapter xii; in any event, the tendency of speculation 
to dominate over enterprise and to influence decisively the rate of 
investment receives not even passing mention. 


VI 


The prospect of long-run employment, which next concerns us, 
Mr. Keynes regards pessimistically. He believes that without a 
considerable degree of state intervention to promote investment 
and discourage saving, we are likely to attain a position of stable 
“underemployment equilibrium’’—to be faced, in other words, 
with a serious problem of secular unemployment, quite apart from 
the effects of cyclical fluctuations. Professor Hansen has sug- 
gested that this conclusion probably requires the assumption of 
cost rigidity and monopolistic control of supplies, while Dr. 
Hicks has urged the necessity of further careful inquiry. The 
remainder of this paper will be devoted to an attempt to dis- 
tinguish certain issues involved in Mr. Keynes’s position, which 
may first be briefly outlined. e 

The likelihood of stable underemployment equilibrium results, 
according to Mr. Keynes, from the fact that the maintenance of a 
rate of investment sufficient to establish and to sustain full em- 
ployment faces a dilemma. For, given the present propensity to 
consume, a rate of investment consistent with full employment 
would entail a decline in the rate of interest to a very low level. 
This necessary condition, however, is incapable of realization, 
since certain forces prevent an adequate fall in the interest rate. 

It is to our best advantage to reduce the rate of interest to that point 
relatively to the schedule of the marginal efficiency of capital at which there 
is full employment. 

There can be no doubt that this criterion will lead to a much lower rate of 
interest than has ruled hitherto; and, so far as one can guess at the schedules 
of the marginal efficiency of capital corresponding to increasing amounts of 
capital, the rate of interest is likely to fall steadily, if it should be practicable 
to maintain conditions of more or less continuous full employment—unless, 


Alvin H. Hansen, “Mr. Keynes on Underemployment Equilibrium,” Journal 
of Political Economy, October, 1936; J. R. Hicks, “Mr. Keynes’ Theory of Employ- 
ment,” Economic Journal, June, 1936. 
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indeed, there is an excessive change in the aggregate propensity to consume 
(including the State). 
I feel sure that the demand for capital is strictly limited in the sense that 


it would not be difficult to increase the stock of capital up to a point where its 
marginal efficiency had fallen to a very low figure.” 

There are two factors which prevent the requisite decline in 
the rate of interest. In the first place, after it “has fallen to a 
certain level, liquidity-preference may become virtually absolute 
in the sense that almost everyone prefers cash to holding a debt 
which yields so low a rate of interest,’’** owing to the fact that 
such a low rate is regarded as “unsafe” in the light of past ex- 
perience and present expectations of the future. In the second 
place, in order to induce the lender to lend, there must be added 
to the pure rate of interest a risk premium. 

If there is a limit to the decline in the rate of interest, while 
accumulation and investment under conditions of full employ- 
ment would fairly soon push the marginal efficiency of capital to 
a still lower level, employment of all our labor and resources 
could continue for only a brief span of time. For as soon as ac- 
cumulation had forced down the yield on new capital investment 
below the minimum rate of interest, a portion of current savings 
would be withheld in liquid form from investment, thus funda- 
mentally upsetting the requirements of full employment equi- 
librium. Effective demand for both consumables and investment 
goods being less than the supply price of aggregate output, 
entrepreneurs would suffer losses. Employment and output would 
have to decline to a level low enough, with “a standard of life 
sufficiently miserable,” to reduce saving and investment to a 
point consistent with the minimum rate of interest. 

Now it may be granted that if the rate of accumulation under 
conditions of full employment would suffice to force the marginal 
efficiency of capital below the lowest attainable rate of interest, 
full employment could not be maintained without new forms of 
state intervention. But is it certain that accumulation would have 
this supposed effect? 


*3 Keynes, The General Theory of Employment, Interest and Money, p. 375. 
4 Ibid., p. 207. 
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To answer this question it is essential to be clear as to the con- 
ditions under which saving and investment are presumed to take 
place. And it is not evident, from Mr. Keynes’s argument, 
whether he believes the requisite rapidly diminishing marginal 
efficiency of capital would occur solely with a progressive restric- 
tion of the outlets for new investment, or whether it would equally 
result under reasonably favorable investment conditions. He 
does at one point suggest that the fairly satisfactory level of em- 
ployment in the nineteenth century was in part a result of “the 
growth of population and of invention, the opening-up of new 
lands, the state of confidence and the frequency of war,’”*s but 
this suggestion is not explicitly embodied as a necessary assump- 
tion in the formulation of his conclusion, which we have quoted 
above. 

It would appear, however, that a rapidly diminishing marginal 
efficiency of capital—necessary to bring about the dilemma Mr. 
Keynes foresees—is unlikely to become a reality unless the future 
does witness a serious reversal of the trends of technological 
progress, population growth, and geographical expansion which 
have characterized the recent past. If any combination of these 
(and similar) dynamic factors continues to sustain investment 
demand at a fairly high level, there should be no reason to expect 
the mere accumulation of capital to force down its marginal 
efficiency below the minimum attainable rate of interest. For 
the maintenance of a strong demand for capital would imply that 
the stage of rapidly diminishing returns had not yet been reached. 
This stage need not be realized until the capital requirements of 
society have attained something like a state of saturation; that 
is, until the outlets for new investment become so restricted that 
additional increments of capital must be applied at a very un- 
productive margin.” 

The reason for Mr. Keynes’s belief that the demand for capital 


5 Ibid., p. 307. 

* * Diminishing marginal productivity is not, of course, the same thing as dimin- 
ishing marginal efficiency of capital. Yet if experience shows that actual produc- 
tivity declines but slowly with increasing investment, this should furnish a sound 
basis for estimating prospective yields at a similar slowly diminishing rate. 
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is inelastic is not specifically given. It appears, however, to rest 
in his conviction that a collapse in the marginal efficiency of 
capital is the primary cause of cyclical crises. This view, cited 
earlier, that the accumulation of capital during prosperity is so 
rapid as to force down prospective yields sharply, might quite 
naturally be extended as a generalization applicable to the secu- 
lar, long-run problem of employment. Yet such an extension is 
not justifiable without independent support. Even though crises 
are brought on by the pressure of capital accumulation, this is 
no proof that the investment demand-schedule is inelastic unless 
this accumulation is of an all-round nature. If, as seems more 
likely (and as Mr. Keynes appears to agree), the cyclical over- 
investment is not general, but is confined to certain individual 
industries, the ensuing collapse in the marginal efficiency of 
capital need not be attributed to any inelasticity of investment 
demand. It may rather result from those institutional and 
psychological characteristics of capitalism which cause industrial 
expansion to follow a jerky and uneven course, and whose elucida- 
tion might furnish us with a complete theory of the trade cycle. 

The preceding discussion has assumed the absence of long-run 
dynamic changes unfavorable to capital development, such as a 
slower rate of invention, the attainment of a stable or declining 
population, and the disappearance of the outlets provided by a 
geographically expanding civilization. These must now be taken 
into account. 

Each of these factors, to the extent it was realized or antici- 
pated, would certainly act to diminish the prospective yield of 
new investment. The marginal efficiency of capital would be ad- 
versely affected in two ways. The total demand for new capital 
would be reduced, and the elasticity of the smaller demand would 
in all probability also be less. As regards the increased inelasticity 
of investment demand, a slower rate of invention and a restricted 
area of exploitation would be important. “It is evident that in- 
vention has much to do withthe problem; for if the number of 
kinds of capital goods was fixed, then it would be very reasonable 
to suppose that the yields from each kind of good would diminish 
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as the number of goods of that kind increased.”*” With the outlet 
for new capital limited to comparatively developed areas, not 
only would the prospective yield from any given rate of invest- 
ment be smaller, but since additional increments of capital would 
have to be applied to less productive resources, the marginal 
efficiency of capital would diminish more rapidly. So far as con- 
cerns a stable or declining population, however, there appears 
little reason to suppose it to have a similar effect. Rather, it 
would be one element responsible for a general decline in invest- 
ment demand. 

The presence of any or all of these (or other) dynamic factors 
unfavorable to new investment might appear to justify Mr. 
Keynes’s pessimistic conclusion with respect to the prospects of 
maintaining, under laissez faire conditions, a state of full employ- 
ment equilibrium. It should be noted, however, that their opera- 
tion is a distinct and separate matter from that of the mere long- 
run accumulation of capital. Moreover, in order to warrant Mr. 
Keynes’s conclusion, it must be shown both that their influence 
is likely to be realized and that it will be of large quantitative 
importance. 

This aspect of the problem being crucial, further careful in- 
quiry is needed. It may be suggested, however, that there seems 
little reason to anticipate a slowing-down of the rate of techno- 
logical advance. Indeed, the scientific progress of the last few 
decades has been so rapid as perhaps to justify the belief that the 
avenues for capital development lead into increasingly productive 
and profitable fields. Realization of such a prospect would serve, 
in part at least, to offset the depressing effects of a stable or de- 
clining population and of an intensive instead of an extensive 
exploitation of the world’s natural resources. Probably a more 
important cause of insufficient new investment, at least in the 
predictable future, may be found in political uncertainty and the 
fear of a disastrous war, which serve so to weaken confidence as to 
restrict seriously the willingness to invest both of the borrower 
and the lender. 


97 Hicks, of. cit., p. 251-52. 

















ORTHODOX ECONOMIC THEORY: A DEFENSE* 


J. A. ESTEY 
Purdue University 


WRITE in defense of orthodox economic theory is dis- 
tinctly embarrassing for two reasons. First, I don’t like 
the idea of orthodoxy; it implies dogma and eternal veri- 

ties and other absolutes that I do not conceive are to be found in 
any field of knowledge, least of all in a social science. And, second, 
I have found it increasingly difficult to define exactly what it is 
that I am supposed to be defending. I am not even sure I am as 
well off as the man who said he could not define an elephant but 
he knew one when he saw one. 

Nor am I helped by the learned contributions to the subject. 
Palgrave’s Dictionary dislikes the term “‘orthodox economics” and 
wants it abolished. The Encyclopaedia of Social Sciences lists ten 
schools or systems of economics—eight of them since the classical 
school—but not one of them is denominated as orthodox. Mitchell 
in his review of Commons’ Institutional Economics contrasts in- 
stitutional economics with what “for lack of a better term is called 
orthodox economics,” and perhaps this is the clue. At any rate, 
it may serve for present purposes if I start with the proposition 
that there are three types of economic thinking, and only three, 
of any widespread importance in the United States today. 

These are: (1) orthodox economics, (2) institutional economics, 
and (3) Marxian economics. And if I have to define orthodox 
economics I might define it as that economics which is neither in- 
stitutionalist nor Marxian. For positive definition one might say 
that orthodox economics is the analysis of economic behavior 
under existing institutions, whereas institutional economics is the 
study of economic institutions in evolution, hoping thereby to get 
some knowledge of where we are going; and Marxian economics 
is a dogmatic brand of institutional economics which claims to 


*A paper read before the Mid-West Economic Society, Des Moines, Iowa, 
April 11, 1936. 
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know precisely how institutions have evolved and are evolving 
and exactly where they will arrive. 

Coming back to orthodox economics, I believe it is clear that 
this is not to be described as a particular set of doctrines (or dog- 
mas), or as the theories held by a particular, generally recogniz- 
able set of persons who could be named, but rather as an intel- 
lectual and scientific apparatus for the analysis of our economic 
system, the aim of which—as in any organized body of knowl- 
edge—is to discover underlying patterns or some discernible order 
in the complex facts of economic life. 

This orthodox economics originated mainly in English political 
economy and has remained largely true to the main development 
of English economics modified by the special circumstances of 
American life and interests. It is essentially eclectic in its meth- 
ods, using all the devices appropriate to the investigation of social 
phenomena within the limits of the field occupied. It has never 
been purely abstract or deductive; indeed, the most abstract 
methods, such as those of the mathematical school, have a vague 
flavor of the unorthodox and, when used by the best practitioners 
of the orthodox tradition (such as Marshall), are used with some 
apology. 

It is certainly not merely academic. A recent popular writer on 
economics (Paul Einzig) in one of his books speaks of “the Indian 
Reservations of the Universities where the surviving specimens 
of the dying race of nineteenth century economists are kept arti- 
ficially alive, carefully guarded against any breath of reality.” I 
see no evidence of domination by this academic seclusion. Eng- 
lish political economy, the best exemplar of orthodox economics, 
was developed by eminently practical men (e.g., Ricardo) with 
a keen desire to solve urgent practical problems (remember 
Keynes on Marshall, that he was too anxious to do good); and I 
do not believe that, save for brief intervals when urgent problems 
seemed for the moment to have died down, orthodox economics 
has ever divorced itself from life or become merely intellectual 
exercise. 

Doubtless much of the intensive analysis which accompanies 
the search for verifiable patterns savors of the excessively aca- 
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demic and seems to have no relation to life as it is. And we can all 
agree that many of the investigations will remain sterile exercises 
of the intellect. But this surely is true of all sciences. It is the 
price we pay for truth; and, before we can be sure that we are 
using an excessive volume of resources in this kind of effort, we 
should look at the ultimate results of the whole process. 

Nor is orthodox economics laissez faire economics. The analysis 
of economic phenomena and the laying bare of patterns do not of 
themselves make a person into a laissez faire economist. If his 
temperament disposes him to non-intervention, he will find in the 
established uniformities a reason for letting things alone. If he is 
a reformer, he will use his science to examine under what condi- 
tions control can be effectively engineered. Thus Pigou, a recog- 
nized practitioner in the orthodox manner, discusses remedies for 
industrial fluctuations much in the same manner (and with not 
dissimilar conclusions) as does Slichter, whom some would hold 
to be an institutionalist, in Towards Stability. And it is well to be 
reminded that Marshall devoted a whole volume, Jndusiry and 
Trade, to what he described in his own words as “the influences 
which still make for sectional and class selfishness; with the lim- 
ited tendencies of self interest to direct each individual’s action to 
those lines in which it will be most beneficial to others.” 

Again, orthodox economics is not averse to verification by 
appeal to history or statistics or by any other method of observa- 
tion capable of being used to confirm a hypothesis or to bring it 
into closer conformity with the actualities of economic life. I can- 
not see, therefore, that orthodox economics is to be compared with 
something else called quantitative economics, except as concerns 
those—a rather limited group—who hold that the only “laws” 
that are worth anything are expressions of quantitative relation- 
ships, discovered by inductive methods from a vast quantity of 
statistical observations. As to this, it is enough to say that ortho- 
dox economics uses statistics to bring to light new facts and to 
test the significance and weight of theories evolved by orthodox 
procedure but denies that observation alone, unguided by theory, 
is capable of developing any significant new knowledge or any 
valid and general patterns of economic behavior. 
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I think this is a defensible attitude. Statistical knowledge is 
only the behavior of the past—a behavior which may never be 
repeated. In itself it may be unique and give no clue to the be- 
havior of the future unless supported by other knowledge derived 
from non-statistical methods. I wonder, indeed, if it would not 
be rather difficult to discover any valid generalization of impor- 
tance produced by the unaided labor of the purely quantitative 
approach. One of the few that is offered is Pareto’s Law, and this 
has been pretty badly manhandled by theorist and statistician 
alike. 

Finally, to complete this descriptive account, it is clear that 
orthodox economics, to reiterate a former point, is not a fixed set 
of doctrines or limited to a given and circumscribed field. It is 
true that orthodox theory, from the time of Ricardo to the present 
day, has conceived its central problem to be the problem of the 
price system and the distribution of wealth and productive re- 
sources between alternative uses, and that the present form of its 
analysis leans heavily on the twin pillars of marginalism and 
equilibrium. But it is a mistake to identify either economics in 
general or orthodox economics in particular with arid formulations 
of value and distribution theory. The range of orthodox theory is 
a constantly changing and expanding one (this is an evidence of 
its vitality), and this range has certainly come to include today 
the problems of disequilibrium such as appear in business cycles, 
imperfect competition, the movements of relative prices, and 
other frontier topics. It is well to remember that the implications 
of overhead costs, the recognition of which has been claimed as 
one of the great achievements of the institutionalists, were quite 
fully outlined years ago in Marshall’s Principles. 

The validity of orthodox economics lies in its method, not in 
its content of doctrine at any given time. If it is a good method, 
it will expand its frontiers continually. Moreover, those who are 
working on the frontier are not to be described as unorthodox 
merely because their theories are not yet generally established. 
Thus Hayek is an orthodox economist and the same is true of 
Keynes, whose unfamiliar and novel hypotheses are arrived at in 
the best orthodox tradition. 
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I hold, therefore, that orthodox economic theory is essentially 
the application of recognized scientific analysis to the elucidation 
of our present economic system; that it uses all legitimate methods 
of approach, including deduction, induction, and statistical and 
historical verification; and that it embraces not only static equi- 
librium but also friction, cycles, and discernible trends. 

To my mind it is a competent machinery of analysis capable 
of generalizations and statements of tendencies—useful, if not for 
prediction, at any rate as a guide to right policy and the avoid- 
ance of economic blunders in practice. As an instance thereof one 
might fairly cite its deductions in regard to the working-out in 
practice of the changes and interferences set up during the war 
and post-war period—deductions which to my mind have been 
reasonably fulfilled. The failure of reparations, the effects of war 
debts, the results of post-war and depression restrictions on trade, 
the history of experiments in the control of raw materials, the 
effects of inflation, the failure of N.R.A.—all these seem to me to 
be verifications of conclusions ascertainable by orthodox eco- 
nomic analysis. 

I hold that marginal analysis, for instance, cannot be dispensed 
with in any economic system. And I might add that not only this 
but other tools of orthodox economics have been invaluable aids 
even in the work of those who have been at one time or another 
severely critical of its methods. Marginal analysis and the idea of 
differential costs underly Clark’s studies of overhead costs, and 
what would Slichter’s Toward Stability be without the concept of 
elasticity, quantity theory of money, or the Wicksell-Keynes 
notions (reached by orthodox methods) of savings and invest- 
ments? Wesley Mitchell has recently pointed out how Veblen’s 
analysis of the machine process takes for granted knowledge of 
how prices are fixed and of their bearing on the distribution of 
income. 

It is true that orthodox economics is slow to turn to new fields 
of investigation (indeed, this is its principal weakness), and there 
is a good deal of truth in the complaint that it has been too limited 
to static analysis and not sufficiently concerned with dynamic 
problems. But it seems to me arguable that, when it does be- 
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latedly turn to these neglected fields, it immediately brings to 
them a vitality of analysis that is likely to achieve more results 
than other methods. 

Consider, for example, the business cycle. Nobody would be- 
little the consequences of Mitchell’s admirable studies on the 
business cycle before the war, but, for all that, the claims of the 
statistical and of the quantitative economics as rival procedures 
have not really been borne out. Twenty years (more or less) of 
quantitative investigations of the cycle have added greatly to our 
factual knowledge of these occurrences; but have they contributed 
any hypothesis of the cycle or made it possible to decide between 
the various hypotheses offered by theoretical economists? As far 
as I can see, no. It seems to me that the most promising work 
now being done in the field is being done by economists using the 
orthodox procedure and the recognizable concepts of price, in- 
come, profits, interest, saving, investment, etc. 

Orthodox economics has been subject to every kind of attack. 
It has been charged by historical economists with being too ab- 
stract and by mathematical economists with not being abstract 
enough. Some have found it too coldly scientific, others blame it 
as not scientific enough, as colored by ethical and reforming atti- 
tudes. It has been held to be merely academic exercises in dialec- 
tic, trivial and vestigial. It has been jeered for its optimism and 
damned for its gloom. Some have held it to be a symbol for 
laissez faire; Herbert Spencer (not to mention our business men) 
thought it was socialistic. 

Today it is accused of being bankrupt, of being out of touch 
with modern developments, of having no answer to the problem of 
depressions, of talking economics of scarcity in a world of poten- 
tial plenty, of having a wrong view of human nature, of being 
antediluvian in its psychology, of being mechanical rather than 
biological, or, alternatively, of being pre-Darwinian rather than 
post-Darwinian. It is charged with seeking absolutes in a world 
of relativity. It is said to be blind to the compulsion of institu- 
tions and ignorant of their development. It has been accused, 
indeed, of being against the New Deal. 

Some of these criticisms are trivial. Others I have already dealt 





ORTHODOX ECONOMIC THEORY: A DEFENSE 797 


with in defining, as I understand it, the nature and scope of ortho- 
dox theory. The most important criticisms, for our discussion, are 
those implicit in the institutional and Marxian approaches, 
which, as I have said, constitute the only serious alternatives to 
orthodox economics now offered. 

Marxian socialism, I think, can be readily dismissed. Unless 
you are an irrational mystic, it is impossible to accept it as it 
stands, as a reasonable and consistent system of economics. Its 
abstract economics, embodied in the theory of value, has an arbi- 
trary and mystical core about the meaning of which even its own 
exponents cannot agree. Its interpretation of the process of eco- 
nomic evolution, although throwing a very important light on 
some angles of our society, is not in harmony with the demon- 
strable facts either of economic or of political organization. Fas- 
cism and the re-emergence of the middle class cannot be explained 
by Marxian analysis. 

As to institutionalists, it is a rather old joke, for which insti- 
tutionalists have only themselves to blame, that nobody knows 
what an institutionalist is, or that an institutionalist is an econ- 
omist who describes himself as an institutionalist. Certainly, if 
institutionalism means that economic behavior is relative to the 
circumstances of time and place or that factual studies of how 
particular institutions work are necessary as a corrective to the 
abstractions of the theorists, then many orthodox economists, 
past and present, could be called institutionalists. 

I suppose, however, that the essential point of institutionalism 
is this: Whereas orthodox economists are engaged in the analysis 
of economic phenomena under existing institutions, institutional- 
ists are interested in the process of institutional change, or, where- 
as orthodox economists regard present institutions as a constant 
background, the institutionalist sees this background as shifting 
and desires to examine the shifts and the often profound effects 
these have on all economic relationships. 

Institutionalists apparently like to think of themselves (in con- 
trast with orthodox economists) as Darwinian, not only in their 
interest in the evolution of institutions, but because they regard 
institutions as modifying the expressions of human nature which 
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have ordinarily been regarded as constants in the analysis of 
economic behavior. They might be described, like the Marxians, 
as environmentalists, seeing our social as well as our individual 
responses conditioned by cultural surroundings. 

On the face of it there would seem to be no valid reason why 
both these approaches to the study of economic society could not 
be carried on peaceably together. They would seem to be comple- 
ments rather than rivals; and I cannot imagine why either should 
attempt to supplant the other. 

But there is more in the situation than that. I think this ap- 
parently innocent division of labor conceals some lurking ambi- 
tions of the institutionalists that are not so easily satisfied. Alex- 
ander Goldenweiser in his article on “Social Evolution” in the 
Encyclopaedia of Social Sciences remarks that social evolution is 
no longer accepted as a process to be contemplated, but as a task 
to be achieved by deliberate and concerted human effort. And 
perhaps this gives a clue to the institutional approach. 

We are to control our destiny, and the study of institutions is to 
give us the clue. The objection to orthodox economics is that it is 
engaged in contemplating the process rather than in facing the 
urgent and pressing problem of control. Institutionalism is a cry 
to action, an SOS to save a sinking world. It is this urgency that 
creates a dilemma for the institutionalist and, perhaps, explains 
why his criticism of orthodox economics does not seem on exami- 
nation as effective as it may appear on the surface. 

The study of the history and development of institutions, the 
elucidation of the laws of their development, is bound to be a slow 
and possibly fruitless task. It goes beyond the bounds of eco- 
nomics and tends to become coincident with the scope of sociol- 
ogy. (Indeed, I often think institutionalists are poorly disguised 
professors of sociology.) In so doing it collides sharply with the 
difficulty of applying scientific methods or reaching valid patterns 
of development in such a complex and extended field. The dis- 
covery of any logic in history, or of any law of historical develop- 
ment, still eludes the searcher. Buckle, Marx, Spengler, Veblen, 
offer their various explanations; but certainly no one would say 
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that any one of them, or any other, has offered more than faintly 
suggestive hypotheses. 

Even in biology, whose analogies are so fascinating to the insti- 
tutionalist, it seems to be true that after all these years of Dar- 
winism biologists, though more certain than ever that evolution 
has taken place, are not so certain as they used to be about the 
method by which it has taken place. In economic society it may 
well be that our investigations will finally demonstrate what com- 
mon sense and some knowledge of history have already told us, 
that institutions do evolve. 

Indeed, to carry our biological analogies still further, even if 
we could make rational hypotheses as to the method of evolution, 
we might well wind up in as bitter a quandary as, it is said, faces 
orthodox economics today. For biology, it seems, has not been 
able to decide whether change proceeds by virtue of many small 
variations, as Darwin held, or by the sudden mutations of Mendel 
and De Vries; or whether evolution proceeds by the operation of a 
blind and mindless process of survival or by the purposeful activ- 
ity of living forms. As a result, those who like to bring biology to 
the aid of their economic philosophy seem to find justification for 
almost any kind of attitude. Laissez faire business men and de- 
fenders of the statws quo praise the laws of heredity and cry hands 
off in the name of the survival of the fittest. Reformers whose 
temperaments favor gradual methods, piecemeal reforms, and 
orderly social developments invoke the continuity theories of 
Darwin and hold that nature does not take a leap. And our revo- 
lutionists, always up to date, find in the mutation theory and in 
the discontinuity of biological variations the justification of swift, 
violent, and sweeping change. 

For this reason, with all respect to the shade of Veblen, there is 
a certain futility about Darwinism in economics that possibly 
may be the reason why, although ever since Darwin’s day econ- 
omists of one school or another—beginning with Cliffe Leslie over 
sixty years ago and including by the way Marshall himself, who 
had a distinct preference for biological over mechanical analogies 
—have cried for some evolutionary approach, the effects on the 
science have been so meager. I see no particular reason, therefore, 
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to suppose that a study of institutions in evolution, which I for 
one thoroughly favor, will help to solve the immediate problems 
of what some hold to be our bankrupt economic system. 

The danger is, however, not that the orthodox economist, such 
as I suppose I am, should feel that way but that institutionalists 
should feel that way too. For this may lead them, as I see it, to 
short cuts both in theoretical studies and in practice which are un- 
scientific, lawless, and dangerous. This tendency is implicit in the 
statement of C. E. Ayres, in his paper read before the American 
Economic Association last December, to the effect that institu- 
tionalists hold not that institutions are an expression of human 
nature but that human nature is an expression of institutions. 
From which it is easy to argue that as institutions condition 
human nature, you can proceed to bring about changes in human 
nature and, therefore, in economic behavior by appropriate 
changes in institutions. This is clearly favorable to immediate 
action, to ideas of economic planning, and to the organization of 
society according to some (more or less ill-defined) ideal pattern. 
As it is not preceded by any profound study of institutions as such 
or any determination of their patterns of behavior, it is essentially 
unscientific, lawless, and arbitrary. It tends toward the fallacy 
that, as you do not know the laws of institutional change, you can 
assume there are none or, if you prefer, invent them and proceed 
to make institutions over to your wilful pattern. 

The result is to introduce into society an irrational and arbi- 
trary element which has a tendency to develop into the leader 
theory—the imposed will of an intelligent minority—and possibly 
into dictatorship. It suffers from the inner contradiction of as- 
suming that, though men in general are irrational and conditioned 
by environment, some of us are so rational and so free from con- 
ditioning that we can subject our environment successfully to 
rational control. And it is dangerous in hustling us into experi- 
ments with institutions before we really know what the law of 
institutions is or what effects they have on human nature or on 
economic behavior. 

It seems to me, therefore, that there is something to be said for 
orthodox economics: 
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1. It limits its investigations to fields where the methods of 
science are most applicable, that is to say, to the relations of eco- 
nomic phenomena under present institutions, more particularly 
in the price aspect where the quantitative measure of money is 
available. 

2. In this field it has been able to draw up reasonably verifiable 
generalizations which may serve as a guide for policy. If it has 
not been able to predict, this is an objection not against orthodox 
economics but against any economics and arises from the nature 
of its subject matter. 

3. It is skeptical and reasonably pessimistic, having regard to 
what seem to be deeply rooted patterns of behavior, and because 
of this (and not because of the chirpy optimism of which it is 
sometimes accused) looks with suspicious scrutiny on proposals 
for change. It is not averse to change as such but will insist on 
measuring all proposals against the known behavior of economic 
phenomena. Thus in regard to control of cycles it will insist on 
knowing what control is demanded, how it can be achieved, what 
are its limitations and what its probable results in practice. 

4. It has continually shown power to grow and embrace new 
areas of investigation, though often, it must be admitted, under 
the spur of unconventional minds. But it finds merit in the notion 
of stability and the gradualness of change. This is an attitude 
which it is well for some to take in times like these, when asser- 
tions are made that a new world has suddenly come upon us, in 
which the price system has broken down and technology makes 
for permanent unemployment, and that an economy of abundance 
is now here for the asking. 

It may be that society has taken a leap. But it is hard to meas- 
ure leaps without some perspective or until they move off a little 
in the distance. Every strike is not a revolution, nor is every eco- 
nomic change a new deal. Hansen has noted how trends broken 
by the war have been resumed. Dean Kimball in Recent Economic 
Changes found our technological advances to be continuations of 
pre-war developments. Carl Snyder’s measurements indicate 
much long-time stability. And one may suspect that the great 
depression, as it recedes into the background, will begin to lose its 
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uniqueness and take on more familiar lineaments. These things 
justify, I believe, a certain confidence that the orthodox analysis 
will continue to have an important part to play. 

5. Finally, orthodox economics continues to show what I sup- 
pose is the virtue of any living thing—that is to say, vitality. For 
many years this approach to economics has been assailed, and 
assailed with the same arguments (allowing for changes of words) 
as today. Yet it has been able to assimilate its attackers. Mill 
assimilated Richard Jones, Marshall took over Jevons and Cliffe 
Leslie, and today it seems to me the same assimilation is taking 
place. I think of J. M. Clark and S. Slichter, for example, not to 
mention Mitchell whose early manifestoes seem to raise differ- 
ences which on inspection do not seem very notable after all. 

The strength of any system is disclosed by its ability to raise 
heretics and to assimilate them. The heretics continually force 
re-examination of ideas, prevent mere academic dialectics, and 
keep the frontier moving. When they cease to appear or when 
they can no longer be assimilated, a system has died. I do not 
believe this has yet occurred. 

So I come to the end of my rather sketchy defense of what I 
conceive to be orthodox economic theory. I am not sure that I 
have been happy in making it; for I regard controversy as to rival 
schools of thought pretty largely a waste of time. There is room 
for workers of every kind in the field; and, if there are those who 
prefer other approaches than the one I have outlined, I for one am 
ready to cheer them on and to enjoy, if I do not contribute to, the 
fruits of their labors. 

6. This brings me to a last defense of orthodox economics, 
which is to say that I like it. Pigou tells a story of Professor A. V. 
Hill, the physiologist, lecturing in Philadelphia on “The Mecha- 
nism of the Muscle.” It appears he was challenged by an indignant 
auditor to explain of what use his investigations were supposed 
to be. To whom he replied, “Sir, to tell you the truth, we don’t 
do it because it is useful, but because it is amusing.” Perhaps, 
after all, this is the fina! and unanswerable defense. 
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A COMBINATION of factors since the advent of the “New 


Deal” is responsible for a tendency to readapt “company un- 
ions.” The new legislation, guaranteeing the right of workers 
to self-organized, self-directed, and self-financed labor organizations 
for the purpose of collective bargaining, is materially affecting the na- 
ture and character of employee representation plans. The ruling by 
most of the labor boards intrusted with the enforcement of this legis- 
lation, that labor organization is the sole concern of the workers, has 
been an additional stimulus to the readaptation of “company unions.” 
The simultaneous assertiveness of the trade-union movement, with its 
spread of union activity to important industries in which it had been 
previously quiescent, and the general public sentiment that workers 
should have a right to organize for collective bargaining have accen- 
tuated this new tendency. The desire of certain employers to provide 
a more cohesive and representative agency through which they can 
deal with their workers has been another contributory factor. 

Some of these adaptations are so fundamental that a new type of 
“company union” appears to be emerging. The new features intro- 
duced are designed to give the “company union” distinct organizational 
machinery and a considerable degree of independent financial status. 
In general the changes and added features seem to be modeled after 
trade-union organization and procedure. 

A brief description of the outstanding characteristics of the old 
plans is desirable in order to provide a proper background for an under- 
standing of the difference between the old and the new plans. 

The preambles of the original plans frankly acknowledged their pa- 
ternalistic spirit and intent. The plan was openly introduced by the 
employer, and it operated under his patronage and tutelage. The fol- 
lowing excerpts from one such preamble are illustrative: 


* This note is a revision of a contribution to a round table discussion at the meet- 
ing of the American Economic Association, December, 1935. It is based on material 
obtained by questionnaires and field studies. 
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The management of the XX Company believes, in the interest of both the 
company and the employees that a mutual organization be formed. ... . 
The XX Company has a definite ideal and program. It will be of mutual 
benefit if its employees have a closer understanding of this ideal. At the 
saine time it is most important that the management have the opportunity 
of closer contact with its employees and a better knowledge of their relation- 
ship to the company. 


The old paternalistic plans combined what are in trade-union col- 
lective bargaining tradition and practice two distinct and separate doc- 
uments. All the old plans made no distinction between the constitu- 
tion of the “company union,” which should be the sole concern of the 
employees, and the trade agreement, which should be the arrange- 
ment between management and men determining the conditions of 
employment and how the agreement was to be administered and adju- 
dicated. Not only was the constitution drafted by management for the 
workers but management retained an equal voice in deciding the future 
makeup of the plan and whether or not it was to be continued. More- 
over, the trade-agreement portion of the plan merely provided a mode 
of procedure whereby management was to consider the views and re- 
quests of the workers. Usually there was an elaborate provision as to 
how individual grievances were to be adjusted. There was also provi- 
sion for periodic meetings, at which management would consider re- 
quests made by the representatives of the workers. 

The usual features of trade-union agreements, such as the hours of 
labor, wage rates, and other working conditions, were not included. 
These matters were supposed to be handled either as individual griev- 
ances or in the regular meetings between the representatives and man- 
agement. As a rule, the conclusions were not the result of collective 
bargaining, which presupposes negotiation and joint concurrence, but 
decisions handed down by management. 

Most of the old plans provided for joint councils wherein manage- 
ment and men met together in all meetings. Seldom was there provi- 
sion for membership, dues, or general meetings of the workers. The 
financing of the plan was a company responsibility. Usually this was 
taken for granted, but some plans specifically stipulated that “the 
entire expense of the Employees’ Representation Plan shall be borne 
by the company.” 

The changes being made in the plans vary from rather simple adap- 
tations to the most drastic reorganizations bearing few traces of the 
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original plans. Similarly, the procedure employed in introducing the 
changes or new plans has been considerably altered. 

In pre—‘New Deal” legislation days it was taken for granted that 
employers would provide and initiate the plan, or at least be responsi- 
ble for bringing it to the attention of their employees. Most employers 
contented themselves with merely installing the plans, as they would 
add new machines or adopt new business policies. A considerable num- 
ber of employers, however, found it more desirable to “sell” the plan 
to their employees than to impose it automatically upon them. A small 
number of them even pursued the more devious course of putting the 
adoption of the proposed plan toa vote. That the plan originated from 
employer sources was, however, never open to question. 

The new procedure in introducing or reorganizing plans is different. 
Now the source from which the inspiration and initiative for the plan, 
or for its drastic readaptation, emanates, is becoming enshrouded in a 
fog of mystery. The prevailing claim is that some thoughtful and 
“loyal” workers, realizing the “pitfalls” of unionism, and yet wanting 
an organization that would be independent of employer domination, 
conceived the idea and took it upon themselves to introduce a “non- 
company dominated company union.” Usually a sifting of the evidence 
reveals that the chief initiator is a foreman, a “‘straw boss,” or an am- 
bitious worker interested in improving his prospects for promotion or 
in better establishing himself in the good graces of management. Gen- 
erally such an individual circulates a petition or forms a committee 
which approaches management in order to place the proposition before 
it. The latter invariably approves. Not infrequently it had anticipated 
such a sentiment and request by having literature available from which 
a new plan could be modeled or an old one remodeled. If such foresight 
has not occurred, management usually obligingly secures the necessary 
information in the form of literature, by calling in some experienced in- 
dividual, or by providing both literature and expert aid. Management 
ordinarily admits paying bills for expenses incurred in the drafting and 
launching of the new or in reorganizing the old plan. It seems quite 
certain in most cases that if management had not approved the pro- 
posal to introduce a new plan or to reorganize an old one, the employees 
who initiated the idea would have dropped it without much ado. 

In the majority of cases a number of constitutional changes have 
been considered sufficient in order to conform to the new spirit for la- 
bor relations. The names of the original plans clearly indicate that 
they were of company origin. Now it is becoming a common procedure 
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to give the plan a name which indicates that it is a purely employee 
organization. One plan was originally labeled as the “XX Corporation 
Council Plan.”’ It has now been rechristened as the “Council Plan of 
Employees and Management of the XX Corporation.” The general 
tendency is to copy the practice introduced by “company unions” on 
the railroads which refer to themselves as “‘associations.’”” Such names 
are being favored as “XX Company Employees’ Association” or “The 
XX Company Industrial Association.” The National Association of 
Manufacturers prefers the term “Workers’ Council.”” However, the 
word “plan”’ is still retained in many of the newer type of “company 
unions.” 

The paternalistic preamble is invariably omitted in the newer type 
of “company union” constitution. If a declaration is considered essen- 
tial, it is usually brief and regarded as an expression of “purpose.” One 
reads as follows: “The purpose of the XX Company Employees’ As- 
sociation shall be to promote co-operation between the XX Company 
. ... and its employees along the following lines... . . a 

Four rather fundamental changes in the constitutions are being in- 
troduced. In the original plans it was not customary to make specific 
provision for membership. This status was automatically conferred 
upon all the workers. The new tendency is to make membership op- 
tional. One of these plans stipulates that “membership in the XX 
Employees’ Association is purely voluntary and not discriminatory in 
any form, as provided by the National Industrial Recovery Act.” A 
recent study of the United States Bureau of Labor Statistics indicates 
that there is a strong drift toward making membership optional, and 
that it is greater in the smaller than in the larger plants. “Of the 496 
establishments with company unions only, 196 or 39.5 per cent re- 
ported that employees became members of the plan automatically. 
These establishments included 48.0 per cent of the workers.”? Mem- 
bership is still, however, limited to the period of employment by the 
firm. The constitutional provision of one such plan, which is character- 
istic, reads: “If an employee is dismissed or resigns or dies, his mem- 
bership is cancelled automatically.” 

An increasingly large number of plans is also inserting provisions 
whereby the joint council plan is superseded by the separate employee 
representation plan. Under this arrangement the employee represent- 


* “Extent and Characteristics of Company Unions,” Monthly Labor Review, 
October, 1935. 
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atives hold separate meetings, in addition to the meetings with repre- 
sentatives of management. 

There is also a slight drift toward supplementing the constitution 
with a document which resembles an agreement. Most of these agree- 
ments consist of a general statement of policy and an expression of con- 
fidence in the arrangements of the-plan. Generally the contents are 
only a reaffirmation in a more extended fashion of the intent and spirit 
of the plan. 

Undoubtedly the most important change in policy and procedure 
is the tendency to introduce arbitration provisions in the constitutions 
of the plans. The earliest arbitration provisions were intended merely 
to insure the independence of the employee representatives. Discrimi- 
nation for or against an employee representative because of his position 
and the fearless exercise of his duties has always been safeguarded 
against in the constitution. But in order to counter the widespread 
charge that this guaranty was not sufficient, it became the practice to 
introduce provisions for arbitration in those cases where the “company 
union” and the representative were of the opinion that a charge of dis- 
crimination had not been properly adjusted by management. 

More recently, in order to conform to the new legislation and to 
meet the challenge that company unions are not independent since the 
final decision rests with management, general arbitration clauses are 
being inserted in the constitutions. The significance of this departure 
is that “company unions” are now recognized as collective-bargaining— 
that is, decision-making—agencies. Formerly they were generally re- 
garded merely as consultation or advisory bodies. There is still op- 
position on the part of some of the largest and most influential cor- 
porations to recourse to arbitration. It is significant that thus far 
there has been a negligible resort to arbitration on the part of “com- 
pany unions.” This failure to resort to arbitration is primarily trace- 
able to the lack of outside organizational contacts and funds to meet 
the necessary expenditures for the proper conduct of arbitration pro- 
ceedings. 

A brand new type of company union is coming into existence simul- 
taneously with the readaptation of old ones. This one approaches the 
characteristics and collective bargaining practices of trade-unions. Un- 
like the readapted plans, this new type of “company union,” of which a 
few existed in pre-NRA days, is organized as a separate entity. It has 
a clear-cut constitution. It also has a full-fledged written trade agree- 
ment covering wages, hours, and other working conditions clearly re- 
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sembling that entered into between employers and trade-unions. The 
most significant movement in this direction has occurred on the rail- 
roads. 

This new type of “company union” is, however, retaining much of 
the spirit of the old employee representation plans. An enumeration of 
the more important features which are being retained clearly reveals 
the relationship to the old plans. Even these newest “company unions’’ 
retain the generic characteristics from which they derive their name. 
Except in a few instances membership is still limited to employees of 
a particular company. Nearly all the new type of “company unions” 
have retained provisions for electing representatives to handle griev- 
ances by department or some other plant division. 

There is, however, a growing tendency to superimpose upon the old 
group of employee representatives a separate official family more re- 
sembling the practice of trade-unions. Separate officers for the general 
conduct of the business of the “company union” are often provided. 
One constitution combines the elected officers and representatives into 
the “Council,” which “shall direct and control the affairs, funds and 
property of the Association. It shall be composed of the Officers of the 
Association and one Representative elected by each of the divisions 
into which the plant shall be divided ” Another “company un- 
ion” constitution creates a special “EEmployees’ Association Wage 
Committee,” consisting of the elected officers and designated members, 
usually representatives, for the negotiation of trade agreements. 

The constitutions of the newer type of “company unions” have also 
retained the clauses wherein management and the “company union” 
jointly guarantee the independence of the representatives. Some of the 
constitutions, however, place the responsibility solely upon the “asso- 
ciation” as the agency concerned with the independence of its officers 
and representatives. One such reads: 

All Officers and Representatives shall act with scrupulous fidelity to the 
Association and its members. To assure their independence of action any 
complaint of personal discrimination against them, or any of them because of 
authorized acts or conduct, shall be taken up promptly with the Manage- 
ment and, if not adjusted promptly, shall be referred to a Board of Arbitra- 
tion as set up in Article —. 


In the old type of employee-representation plan the constitutional 


provisions for terminating or amending the plan gave management and 
employee representatives an equal voice. As with so many of the other 
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clauses there was the unequivocal intent that the employee-representa- 
tion plan was a jointly controlled and operated organization. The 
changes eliminate management as a formal partner in the plan. One 
old plan contained a typical declaration that “any method of procedure 
hereunder may be amended at any time by the mutual consent of the 
Workmen’s Council and the Management.” This clause has been 
changed to read: “Any procedure in this plan may be amended by a 
favorable vote of two-thirds of the eligible voters at any general or spe- 
cial election 

The same motive actuated the alteration of the clause concerning 
the right of terminating the plan. The customary provision gave man- 
agement and men an equal right to end the plan upon proper notice 
and formal vote. In the new constitutions this right is reserved ex- 
clusively to the members. One such constitution reads: “This plan 
shall not be terminated except by favorable vote of two-thirds of the 
eligible voters at any annual election.” 

In order to give the new “company unions” a clearer organizational 
position, provisions are being inserted for membership meetings and 
dues. While comparative data are not available, a study by the United 
States Bureau of Labor Statistics shows a strong drift toward this. 

Of the 593 company unions covered by the Bureau’s questionnaire, 275, 
embracing 35.4 per cent of the employees, are recorded as having provision 
for regular meetings. An additional 14.3 per cent of the workers were in the 
135 establishments that reported general membership meetings held on call 
only. A few company unions are also introducing the practice of holding 
meetings off the company premises.’ 


The provision contained in many of the employee-representation 
constitutions, whereby the company assumed the financial responsibil- 
ity for the expenditures incurred, is being omitted. In a considerable 
number of cases provisions are being inserted for the payment of dues. 
Yet the tendency to require payment of dues does not seem to be as 
strong as that for membership meetings, as is revealed by the United 
States Bureau of Labor Statistics’ study: 

Of the total of 593 company unions studied, 411, covering 411,053 work- 
ers, reported that they had no provision for dues or any other means of rais- 
ing funds from the membership, while 27, with 14,258 workers, did not reply 
to the question, “Do members pay dues?” Some provision for payment by 


3 Paraphrased from “Extent and Characteristics of Company Unions,” Monthly 
Labor Review, October, 1935, pp. 870-71. 
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the members was made in 155 plants, covering 105,077, or 19.8 per cent of 
the workers.‘ 


On the whole, the funds raised from dues would hardly be sufficient 
to cover the costs entailed by these “company unions,” such as hall 
rent, small payments to representatives and other officers, salary of at 
least one paid official, the publication of a bulletin, and other incidental 
expenses. The lowness of the dues is indicated by the returns secured 
in the study by the United States Bureau of Labor Statistics. 

Sixty-nine per cent of the establishments charging dues charged less than 
40 cents a month; these establishments employed 80.2 per cent of all the 
workers. Only 7 plants, employing 5.3 per cent of the workers, reported dues 
of more than 80 cents a month. Two plans relied on assessments only, while 
10 others had various provisions for raising funds.s 


With the growth of the idea that a “company union” should be an 
organization that should be controlled by its members, it becomes nec- 
essary to have a document that will prescribe the relations between 
management and workers. This is what has become known as a written 
trade agreement. Some of the agreements distinctly resemble trade- 
union agreements. In addition to the usual provisions relating to 
wages, hours, and other working conditions, some of the “company un- 
ion” agreements provide for the checkoff and the closed shop. In the 
mode of procedure for applying the agreement there is occasionally a 
provision for arbitration, although most of even the newer type of 
“company unions” retain the arbitration provision in their constitu- 
tion. This latter practice is another survival of the original plans, based 
on the idea that the internal affairs of the “company union” were the 
equal concern of management and men. 

The metamorphosis of company unions is rather marked. Originally 
the plans were openly introduced under employer patronage and tute- 
lage, the organization had only consultative functions and management 
had an equal voice in its makeup. Hence, machinery and procedure for 
handling labor relations were combined in one document, with man- 
agement assuming full financial responsibility, and exercising consid- 
erable managerial duties. In the readapted and reorganized plans the 
function of governing the “company union’”’ is being separated from the 
bargaining function. A small number of “company unions” have been 
so reorganized that the former function is being regarded as the sole 


4 Cited from}did., p. 869. 5 Ibid. 
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concern of the workers; and the latter as that concerning both man- 
agement and men. While the proportion of the new-type “company 
unions” is still small, these are indicative of future developments. 
Employers, and their personnel managers and consultants, are concern- 
ing themselves with the problems of readapting “company unions,” 
in order to conform to the new legislation, and to counter the criticism 
coming from certain strata of public sentiment and from the trade- 
union movement. In a few industries there is even a movement for 
federating “company unions.”’ Such organization is found in the rail- 
road industry. There are also scattered “company unions” in the bi- 
tuminous coal fields that include workers employed by several firms. 
In the Calumet district there also exists a council of “company unions” 
of steel workers. This development is still in its embryonic state and, 
therefore, difficult of appraisal. 
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Lectures on Political Economy. By KNut WIcKSELL. Translated from 
the Swedish by E. Ciassen and edited with an Introduction by 
LionEL Rossins. Vol. I: General Theory. Pp. xxiiit-299. $2.50. 
Vol. II: Money. Pp. vi+ 238. $2.25. New York: Macmillan Co., 


1934 and 1935. 

These volumes of lectures were originally published in Sweden in 
1901 and 1906, respectively, and contain, with much new material, a 
systematic restatement of the main theorems of Wicksell’s Uber Wert, 
Kapital und Rente (1893), and Geldzins und Giiterpreise (1898). The 
present volumes are based on the third edition, edited by Professor 
Somarin after Wicksell’s death in 1926, and include revisions by the 
author up to the period just preceding the World War. Volume I in- 
cludes as appendixes one article developing the problem of durable 
capital and another presenting an extended and rather unsparing 
criticism of Cassel’s Theory of Social Economy. 

These lectures present an admirable introduction for the advanced 
student to the theories of an author until recently too little known to 
the English-speaking world, although of late his views on the relation 
of rates of interest to the price level have received publicity through 
the writings of Keynes and Hayek; and the present translation is there- 
fore extremely timely. Professor Robbins considers that Wicksell be- 
longs essentially to the present generation, although to the reviewer he 
appears rather as a connecting link between the Austrians and present- 
day types of economic thinking. He is eclectic, and in his criticism of 
Cassel emphasizes the thesis that it is beyond the power of any thinker 
to build a sound and adequate system which shall be wholly his own. 
Thus, if it is proper to contrast the scientist with the system-maker, 
there is ground for classing him with the scientists; nevertheless his 
theory of capital and interest, while fusing the ideas of Béhm-Bawerk 
with that of marginal productivity, represents in itself a strongly 
marked conceptual system, using a type of approach different from 
that which numerous modern theorists find essential. The reviewer, 
for example, while admitting freely that time is of the essence of the 
problem of capital, does not find that the Wicksellian formulation 
meets all the needs of the case. He is inclined to agree with the general 
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trend of Professor Knight’s contentions on this matter, although not 
ready without further consideration to follow all of his more extreme 
positions. The durability of particular capital goods hardly seems to 
deserve the central position it holds in Wicksell’s formulation. 

Wicksell is keenly aware of standards of scientific procedure, and he 
includes inductive verification among them; but in his actual work it 
takes a very minor place. This is partly explained by lack of adequate 
evidence; but there is the deeper question, for example, what kind of 
objective evidence could be used to verify the theory of marginal 
utility; and this he does not touch. The standards which come first 
with him are apparently those of logic. 

In his treatment of marginal utility Wicksell strikes a welcome note, 
and exhibits, as it seems, a true perspective in setting it, as a principle 
embodying approximate truth, over against the blank negative of the 
classical position on the relation of utility to price. Qualifications on 
the principle are recognized; but not the psychological ones, which are 
most basic and most unsettling. For this reason his treatment will 
hardly have decisive effect in rehabilitating this theory in the face of 
present tendencies. 

To return to the theory of capital and interest: Wicksell, like other 
writers in dealing with time-preference, does not make what seems a 
basic distinction between preference for similar utilities at different 
times and preference for similar quantities of objective wealth. His 
treatment of capital as labor and resources combined with time raises 
the rather fundamental question of the usefulness of concepts which 
have validity only for an abstract theory of perfect equilibrium. The 
concept in question seems to fall in that category. In the actual world 
what the producer invests is the money price he has to pay for capital 
instruments and materials; and this is not necessarily proportionate to 
the labor and resources embodied in them, with allowance for the value 
of elapsed time. In a dynamic theory this intermediate term (price of 
instruments) must take the center of the stage, necessitating a recon- 
struction of the static theory rather than a minor adaptation. One 
would like to see a theory of marginal productivity which starts with 
capital instruments at any conceivable scheme of prices and treats 
separately the question of the relation of these prices to the labor and 
resources embodied in the instruments. 

The author accepts the proposition—which appeared self-evident to 

* See his “Capital, Time and the Interest Rate,” Economica, August, 1934, pp. 
237-86. 
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an earlier generation—that investment depends on savings which in- 
volve a decrease of consumption. Nowadays the terms on which this 
is true, if at all, are a matter for serious questioning. Increased savings 
which did not come out of increased income would, it is true, involve 
decreased consumption; but the Brookings studies raise the question 
whether this would not mean decreased rather than increased real in- 
vestment. Wicksell’s contention that real social savings (investment) 
must necessarily go on in large volume even in a depression seems to 
be based on the fact that individual savings go on, and to underrate 
for the moment the possibility of large temporary discrepancies be- 
tween savings and investment. And his suggestions as to the forms 
these social savings might take will hardly convince the skeptical. In 
passing, Wicksell is to be thanked for making accessible in brief form 
the reasoning underlying von Thiinen’s much-prized formula for a 
“natural wage”: L = VAP; the wage supposedly maximizing the 
laborer’s income from his own savings. 

For the present-day student chief interest will probably center in 
the discussion of the relation of rates of interest to price levels and the 
adumbrations of the possibility of sound money without gold. On the 
latter point Wicksell is a bit tantalizing. He speaks of bank notes 
“independent of material substance, whether gold or silver, and kept 
stable in value both in space and time in the manner described above.’ 
But when the reader turns back to see what methods of maintaining 
stability have been described he finds the sentence: “It [stable value 
in time] must be achieved rather by common measures on the part of 
all countries and more particularly on the part of their central banks— 
though from what has been said it is difficult to say of what kind.” 

But enough of reviewer-like criticism! Skeptics may doubt whether 
bank rates of interest are in themselves sufficiently powerful instru- 
ments to control the amounts both of savings and of investment, to 
keep them in equilibrium, and to maintain stability of price levels; 
but there can be no doubt that the translator and the editor have ren- 
dered a substantial service in making available in English this state- 
ment by Wicksell himself of a theory which is receiving so much atten- 
tion at the present time at the hands of other writers. And, whatever 
doubts readers may have at certain points, there can be none as to the 
high quality of Wicksell’s thinking, both in terms of penetrating 
analysis and in terms of fruitful exercise of scientific imagination. 


Columbia University J. M. CrarK 
* Money, p. 224. 3 Ibid, p. 222. 
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The Economics of Alfred Marshall. By H. J. Davenport. Ithaca: Cor- 
nell University Press, 1935. Pp. 481. $4.00. 

The reputation of Davenport as a critic was established early in his 
career as 2n academic economist by the publication of his Value and 
Distribution (1908). In this posthumously published work there is no 
substantial change as compared with the earlier book. Its scope is 
narrower by its restriction to Marshall, although the difference is less 
than might be inferred from the title because Marshall’s Principles is 
treated as the apogee of classical theory and therefore the criticism 
applies to the whole of classical economics. The criticism of Marshall 
has become more severe—a fact which is perhaps partly to be ex- 
plained by the greater detail of the re-examination, which is two- 
thirds of the size of the Principles (excluding the appendixes). Mar- 
shall’s writings other than the Principles are not considered; nor is 
any use made of variations from edition to edition, although the first 
footnote (p. 2) raises the false hope that this valuable source of insight 
into Marshall’s meaning will be used. With the strengthening of the 
criticism the praise has become sparser; I have found no phrase as 
admiring as that which declared that “Marshall’s treatment of the 
relations of rent to cost is perhaps the least satisfactory portion of an 
admittedly masterly work.’ 

The spearhead of the attack still consists in the objections against 
“real cost”; indeed, this comes nearest to giving unity to the fifteen 
chapters of the book. It is true that Davenport has become less satis- 
fied with Marshall’s analysis of demand? and that his criticism might 
be said to be symmetrical, directed against both pleasure and pain 
accounting; but the attack upon real cost is overwhelmingly promi- 
nent. Davenport will not probe beneath enterpriser costs, which con- 
sist of foregone opportunities (or sometimes utilities). The gravamen 
of his objection to the introduction of real costs seems to be that it 
raises questions in which the entrepreneur is not interested and which 
probably cannot be answered. He is content with the question what 
are entrepreneur costs and will not ask why. It is tempting to infer 
that the point at issue between Davenport and Marshall therefore con- 
cerns the scope of economics. But the matter is not so simple, for 
Davenport also recognizes that the “enterpriser process” is one which 
“for explanatory purposes is both superficial and circuitous,” and he 


tH. J. Davenport, Value and Distribution, p. 385. 
* Cf. ibid., p. 372: ““Marshall’s treatment of demand price . . . . is in the main 
firmly and consistently held, both in terminology and in essential thought.” 
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asserts that explanations which appeal to “a deeper level of causation” 
must be “articulated with this enterpriser process, precisely because 
it is only through this process .... that the ultimate influences can 
arrive at expression in competitive industrial activities” (p. 329). To 
this, as to much of what Davenport writes, the answer is simply, “guis 
negavit?” In this case surely not Marshall. Unfortunately, Davenport 
neither contributes anything to this articulation nor makes any effort 
to show in what respects Marshall failed if he tried. On the contrary, 
in another and inconsistent vein he denies that anything can be gained 
in economic theory by introducing real costs. To try to go behind the 
present price-setting in which alternative entrepreneur costs operate 
is to start an infinite regress; therefore Davenport condemns genetics 
as irrelevant to the economic problem. 

The classical theory of real costs leads, according to Davenport’s 
interpretation, to the doctrine of rent: the distinction between price- 
determining and price-determined incomes he regards as “‘a doctrinal 
necessity, if the classical position is to be defended that things exchange 
against one another proportionally with the wage and the discomfort 
costs embodied in them” (p. 141). This distinction is rejected as use- 
less and with it the whole of Marshall’s analysis of rent. He detects 
the confusions and inconsistencies in Marshall—the confusion between 
the appeal to “origins” (i.e., the free gift of nature) and to fixity of 
supply of the factor in defining rent; the inconsistency in setting up 
clean-cut logical distinctions and then writing of “imperceptible shad- 
ing” of one thing into another, whether of rent into interest or of short 
into long periods—but he does not exorcise these evils and then proceed 
to build upon the best interpretation. On the contrary, his interpreta- 
tion of Marshall is insecure, and he spends his forces in attacking the 
statement that “rent does not enter into cost of production,” which 
gives the reader a sense of anticlimax after the promise of Davenport’s 
critical insight into Marshall’s theory. In this respect Davenport might 
well have taken his cue from Edgeworth, who in his review of the third 
edition of the Principles capped his quotation from Marshall regarding 
the significance of rent to the individual entrepreneur with the suc- 
cinct comment: “After this explicit explanation it becomes a mere 
question of words whether we ought to retain the old formula ‘rent 
does not enter into cost of production.’ Professor Marshall retains it.’’ 

The insecurity of Davenport’s interpretation is shown in the anal- 
ysis of quasi-rent. He sees more clearly than in his previous book that 


3 F. Y. Edgeworth, Papers Relating to Political Economy, III, 69. 
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unresponsiveness of supply to changes in income is the characteristic 
of factors receiving rent, but he does not realize the significance of this 
in Marshall’s analysis. Because Marshall’s short period may be so 
defined that any factor of production may be said to be earning a quasi- 
rent and therefore its income “price determined” rather than “price- 
determining,” Davenport infers that this is the bankruptcy of the cost 
explanation of price. But Marshall was deliberately showing the lim- 
itations of analysis in terms of costs; as he wrote to Professor J. B. 
Clark: “When I was very exercised by McLeod’s criticisms . . . . on 
the unqualified statement that cost governs value....I.... started 
out on a theory of value in which I conceded to McLeod all that he 
asserted for short periods.”4 Looked at from the special point of view 
dictated by the assumptions which define the “short period,” any in- 
come may appear as quasi-rent. Davenport, in common with some of 
Marshali’s followers in Cambridge, takes the less tenable interpreta- 
tion, invitingly dangled before the reader, that quasi-rent is in some 
sense a surplus above the “true earnings of effort” (p. 270). But his 
interpretation is insecure in other respects than this. In spite of Mar- 
shall’s explicit assertion in a footnote’ well known to Davenport that 
quasi-rent is “‘no part of cost under any conditions,” the latter makes 
the remarkable statement that “overhead [cost] divides .... into 
prime and quasi-rent costs” (p. 270). Only a very queer understanding 
of the concept of quasi-rent can underlie such a statement; and this 
perhaps is the warrant for another curious statement that “prime and 
supplementary cost have rightly no place in this quasi-rent discussion 
—excepting in the sense that they go a long way toward outlawing it” 
(p. 265 n.). The doubtful interpretation degenerates into obvious mis- 
understanding when Davenport argues that the possibility of substitut- 
ing labor for equipment puts wage-costs and equipment-costs on the 
same basis in relation to price in the short run. From the entrepre- 
neur’s point of view the income from equipment has a quasi-rent aspect; 
it would be meaningless to say that wages also have a quasi-rent aspect 
from the entrepreneur’s standpoint. 
The general effect of the book is disappointing. The style is eccen- 
‘tric and by no means lucid, a difficulty for the editors in the face of 
which there are remarkably few errors. But it should surely be “pros- 
pectiveness” instead of “perspectiveness” with which capital is con- 
cerned (p. 151); and the tortuous exposition at one point will give the 


4 Memorials of Alfred Marshall, ed. A. C. Pigou, p. 414. 
5 Principles (8th ed.), p. 424. 





818 BOOK REVIEWS 


reader some difficulty in righting the misplaced lines (p. 200, where 
lines 12 and 13 should be dropped two places). The book abounds with 
acute criticism. Marshall’s wavering admission of the need for rigorous 
definition, largely due to his paying lip-service to common usage of 
terms in the interest of intelligibility to business men, is soundly 
trounced; the concept of a representative firm is justly condemned for 
the confusion of thought that it involves; the account of motivation 
in the reproduction of men, with its prudish avoidance of the sexual 
urge, when discussing the supply of labor, is treated with very proper 
sarcasm. Yet the criticism remains on the surface of Marshall’s 
analysis. This is why so much of it is repetitive to the point of inco- 
herence. But there are two antecedent causes of the weakness: Daven- 
port does not sufficiently distinguish between defects in the logic, 
given the assumptions, and objections to the assumptions them- 
selves for not conforming to reality; and his own theoretical position 
is not strong, nor is it reinforced by the developments that have oc- 
curred since Marshall published his Principles. The latter is the more 
serious defect. Judged by the contents of this book Davenport does 
not see the purposes served by the concept of elasticity (pp. 57, 60); 
he does not state clearly what he understands by the marginal analysis, 
at times appearing to reject that analysis altogether (pp. 251, 398, 404); 
and even in the respects in which he may be considered to have been a 
pioneer if not an innovator, such as his plea for what Wicksteed called 
the “general demand curve,” or for a loan-fund theory of interest, his 
exposition in this book is inferior to other literature available well 
within his lifetime. 

Not many economists are likely to read the book through, while its 
form is such that it will yield very little to those who look for sum- 
maries. It is not a substitute for his Value and Distribution, and the 
reflection that we might have had instead a new edition of the latter 
will cause a pang of regret to the many who have searched so widely 
for a much admired book which is now so rare. 


Magdalen College 
Oxford, England 
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The Economics of Simon Nelson Patten. By JamMES LANE BOSWELL. 
(Ph.D. thesis, University of Pennsylvania.) Philadelphia: Private- 
ly printed, 1933. Pp. 156. 

Dr. Boswell’s dissertation is an attempt to organize Patten’s eco- 
nomic ideas systematically and to make his contributions to economic 
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thought more accessible to students. He also offers a brief biographical 
sketch of his subject, compares Patten’s theories with those of the 
classical and other schools, discusses the impact of Patten’s economic, 
social, and political environment upon his thinking, indulges in a cer- 
tain amount of largely laudatory evaluation, and concludes with an 
exhaustive Bibliography of Patten’s writings. 

Boswell emphasizes Patten’s idealism, optimism, and relativism, 
and, above all, his consistently dynamic approach to economic prob- 
lems. He never failed to stress the inevitability of economic change; 
he believed that what that change might be could only be foreseen in 
terms of the unique circumstances of a given time and place; he held 
that the direction and character of such change might be controlled 
through conscious social action; and he was confident that the future, 
at least for the United States, would bring improvement. He thus be- 
came the prophet of social and economic planning as a means to a more 
abundant life, or, as he called it, a surplus economy. The significance 
of this fact becomes striking when it is recognized that Patten’s ideas 
were all definitively developed before the close of the nineteenth 
century. (Boswell lists in his Bibliography eighteen books and one 
hundred and thirty periodical articles by Patten, but in his footnotes 
he refers to only one book and two articles published later than 
1899.) 

Boswell considers Patten to have been perhaps the most original, 
and certainly the most indigenous, economist that this country has 
produced, yet he finds that many of his theories are less inconsistent 
with orthodoxy than might at first appear. Nevertheless, his emphases 
gave a most distinctive slant to his writings. He stressed the impor- 
tance of consumption; he argued the existence of tendencies toward 
increasing utility and decreasing costs with the inevitable consequent 
emergence of an ever increasing producer’s surplus; and he believed 
that only by appropriate social action might this surplus be equitably 
distributed among the various social classes. Such action, in his opin- 
ion, might wisely include a certain type of protective tariff and the 
encouragement of co-operation and controlled monopoly or semi- 
monopoly as opposed to free competition. 

Contemporary politico-economic trends lend a peculiar interest to 
this useful introduction to Patten’s views, which were never systemati- 
cally and consistently set forth, as a corpus, by their author. That 
there may be a fairly direct connection between Patten and certain 
aspects of the New Deal is suggested by the fact that one of Mr. 
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Roosevelt’s chief economic advisers, Professor Tugwell, is a former 
student and well-known admirer of the late Pennsylvania economist. 
Kart W. BIGELow 
University of Buffalo 


Kapital und Produktion. By RicHARD VON StTrIGL. Vienna: Julius 

Springer, 1934. Pp. x+247. RM 7.80. 

This is the seventh in the series published by the Austrian Institute 
for Business Cycle Research, which contains well-known books by 
Hayek, Machlup, Morgenstern, etc., on various problems of monetary 
and business-cycle theory. The following chapter topics are treated by 
the author: (1) “Capitalistic Production”; (2) “The Interdependence 
of Prices” ; (3) “Money and Capital.” In addition, two appendixes con- 
tain further remarks on the problems raised by the recurrence of busi- 
ness cycles and the concept of capital. The book is a quasi-elementary 
development along neo-Bawerkian lines of the Austrian theory of capi- 
tal and money. 

Starting with a natural economy, Strigl treats of the réle played by 
the original factors of production, the subsistence fund or “free capi- 
tal,” and the period of production, and their interrelationships. It is 
asserted that it is possible to increase the output by increasing the 
length of the period of production; but to do this, ceteris paribus, would 
require an increase in the size of the subsistence fund. The case of a 
synchronized, continuous production is dealt with and made to fit into 
the Austrian categories, by splitting production up into six equal sepa- 
rate stages, simultaneously occurring, each with its own appropriate sub- 
sistence fund, which must be maintained if the length of that stage is 
to be maintained. According to Strigl, all problems of capital arise out 
of the relation of the size of the subsistence fund to the length of the 
period of production. Free capital may be invested in fixed capital or 
circulating capital. 

The treatment of the pricing process in a free market is along famil- 
iar lines. The rate of interest determines tise profitability, and hence 
the length of the period of production. The conditions for equilibrium 
are two: (1) the equality of the price of a factor of production with its 
value marginal productivity; (2) the equality of the price of a product 
with its average cost of production. Strigl discusses the shape of the 
supply curves of land and labor, without drawing a diagram. His treat- 
ment tends to be confusing because he uses the x-axis as the price axis. 
Later, in a footnote, he does draw diagrams, but the x-axis is then the 
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quantity axis. The problem of fixed costs leads Strigl astray. He ar- 
gues that, when falling costs exist, no equilibrium is possible until the 
size or number of firms is changed so as to permit of rising costs within 
the relevant range. He is evidently unaware of Joan Robinson’s solu- 
tion of the problem by the use of the concept of marginal revenue. 

The changes occasioned by the introduction of money are discussed. 
People hold money capital; but, if equilibrium is to be maintained, 
there must correspond to money capital, the “free capital’’ of the natu- 
ral economy. Strigi thus develops the isomorphism of a neutral money 
economy with a natural economy. Hence, there must be an equilibrium 
rate of money capital, corresponding to the natural rate. If the volume 
of money is increased, two movements are set into motion: (1) a 
lengthening of the more remote processes of production; (2) a shortening 
of the later processes in order to increase the supply of consumption 
goods to meet the increased demand from factors of production whose 
incomes have been increased. This is a modification of the Hayekian 
analysis. Eventually, this disproportionality causes a crisis. 

The factor which, according to Strigl, accounts for the recurrence of 
the various phases of the business cycle, is the varying volume of 
money. Changes in the other data bring about displacements that are 
self-adjusting; changes in the volume of money, only, are cumulative. 
This argument ignores the conditions under which this is true, viz., that 
there be some rigidities in the price structure. Given these price rigidi- 
ties, any change in any of the fundamental conditions is likely to pro- 
voke cumulative effects—but given a flexible price structure, no change 
in the volume of money will cause the cumulative series of events of the 
business cycle. With reference to central banking policy, Strig] is theo- 
retically a neutral money exponent, but dubious of its practical possi- 
bility, and, in general, is a rigorous deflationist—a common Austrian 
characteristic. ; 

Capital theory is becoming more and more the theory of capitaliza- 
tion—this book does not deal with the subject, thereby narrowing its 
scope greatly. Moreover, with respect to his approach, the fruitfulness 
of it is still being fought over in the current Knight-Hayek controversy 
at the rate of one article per issue. And Hayek himself has recently 
admitted that “this simplified picture of the existing stock of capital 
representing a ‘subsistence fund’ of determined magnitude which would 
provide a support for a definite period .... is undoubtedly highly 
artificial and of little use for the analysis of more complicated pro- 
cesses.” BENJAMIN CAPLAN 

Ohio State University 
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British International Gold Movements and Banking Policy, 1881-1913. 
(“Harvard Economic Studies,” Vol. XLVIII.) By Watrer Ep- 
warps Beacu. Cambridge: Harvard University Press, 1935. Pp. 
xiv-+218. $2.50. 

This book, awarded the David A. Wells Prize for the year 1930-31, 
is a study of international and domestic movements of gold through 
London during five pre-war business cycles, supported by a summary 
discussion of the views of other writers. The data presented for Eng- 
land substantiate the view that domestic and international drains of 
gold were inversely correlated. Broadly speaking, during expansion 
periods gold was imported from abroad and passed into the hands of 
the public; during periods of depression it was returned to London and 
exported. The author concludes that international specie movements 
both in the United States and England were probably closely associated 
with the transfer of short-term funds in response to differences in dis- 
count rates in important money markets. 

A brief outline of the opinions of others is always difficult both for 
reader and author. It would have assisted the reader had Professor 
Beach undertaken, at the close of his discussion of the views of other 
writers, to formulate the crucial differences in the various theories 
which might be tested by an appeal to experience. Professor Beach’s 
summaries are so concise that he can scarcely hope to escape entirely 
the charge of distorting some of the views he presents. He attempts to 
avoid this danger by the direct quotation, where possible, of summary 
paragraphs and by presenting the theories relating to gold movements 
in their more general setting of international trade or monetary theory. 
But in this he has not been wholly successful. 

The author’s summary of Angell’s views is misleading in some par- 
ticulars, for instance: “In some cases imports may bring an expansion 
of purchasing power in the importing country. If the imports are paid 
for by the purchase of a foreign currency draft from a bank, the 
banker’s foreign balance is drawn down. But the bank gains an equiva- 
lent amount of domestic funds, and its lending position is improved 
thereby” (p. 27). In the article referred to (Quarterly Journal of Eco- 
nomics, May, 1928, p. 401), Angell says: “Whether this replacement of 
foreign balances by domestic assets and reserves is regarded as an im- 
provement in the reserve position and in the lending power of the bank 
depends, of course, on the banking laws and practices of the particular 
importing country”; and, further (p. 402), Angell says: “Importation 
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taken by itself produces a decrease in the amount of purchasing power 
currently in the hands of the final consumers of imports.” 

Again, Professor Beach says: “where payment for imports is effected 
through the drawing of a draft upon the importer or his bank . . . . both 
the assets and the liabilities of banks in the importing nation are in- 
creased” (p. 27). Angell (p. 401) makes this statement concerning the 
foreign exchange banks only, in the importing nation. The amount of 
deposits of the whole banking system owned by the domestic public is 
not directly increased. Rather, it is diminished. Angell does emphasize 
the possibility that the importation may lead to increased borrowing 
in the importing country. Even in this case, it appears to the reviewer 
that the amount of domestically owned deposits in the importing coun- 
try tends to be diminished either directly or indirectly. 

Professor Beach notes that Angell, in his general exposition of the 
maintenance of equilibrium (The Theory of International Prices, chap. 
xvi), “does not consider . . . . the possibility that borrowers will draw 
drafts against the lending banks, and sell them in the exchange market 
of the borrowing country.” But this is the process that Viner empha- 
sized in his concept of “foreign loan deposits” (Canada’s Balance, p. 
179 and pp. 185-90), and some reference to his analysis might have been 
expected at this point if the author had leaned less heavily on Angell. 

Again, in criticizing Hawtrey, he argues (p. 8) that “the influx of 
foreign balances may be so large as to nulify completely the action of 
the Central Bank [i.e., in raising the discount rate], and the net effect 
may be an increase in the unspent marginfor short periods.” This 
seems to imply either that the “influx” will come about with no rise in 
the market rate or else that the rise in the market rate will have no 
effect on the amount the public will borrow. Similarly, he argues that 
“in periods of depression lowering the bank rate to stimulate traders 
may bring such an exodus of foreign balances as to decrease the un- 
spent margin, and thus further prolong the downward phase of the 
cycle.” It is difficult to see how a lowering of the rate can reduce 
internal borrowings unless it is accompanied by more stringent ration- 
ing of domestic loans. 

The author finds that both England and the United States tended to 
import gold during expansion periods and to export it during depres- 
sions. Since the price structures in “older” nations are less sensitive 
than those of “newer” countries, he argues (p. 172) that the classical 
theory would lead us to expect, in the absence of changes in the volume 
of foreign lending, an inflow of gold into England in periods of expan- 
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sion and an outflow in depression periods. However, an increase in 
foreign lending in periods of expansion might offset or more than offset 
the effects of price-level differences and “in depression a lag of prices 
would lead to gold exports, but this movement would be counteracted 
by a decline in the volume of foreign loans. Net specie exports could 
occur only if the price level fell much fdster than in other nations.” 
The reviewer suspects a misprint in this last sentence but the author’s 
conclusion is consistent with the text as printed. It appears to the re- 
viewer that the classical theory is not inconsistent with the results of 
the investigation for England if the effects of fluctuations in foreign 
lending were less important than those of a lagging price level in both 
expansion and depression periods. However, the cyclical specie move- 
ments were similar in England and the United States. England was an 
“old” and lending country, the United States a “new” and borrowing 
one. The cyclical fluctuations observed would, nevertheless, still con- 
form to the expectations under the classical theory if the price lag was 
the more important factor in the case of England and the fluctuation in 
foreign borrowing the more important factor in the case of the United 
States. 

The author explains the cyclical fluctuations in specie movements by 
relating them to discount rates and movements of short-term funds 
rather than to long-term capital movements or changes in relative 
price levels. It seems possible that investigation of “old” lending coun- 
tries and “new” borrowing countries with “loose” banking systems 
might throw additional light on the problem, although there is no one 
pattern which can on theoretical grounds be expected to fit all con- 
ceivable cases. 

Professor Beach makes no claim to completeness of bibliographical 
documentation. Certain views have been selected for presentation and 
criticism. However, if this selection is taken into account, the refer- 
ences are fairly comprehensive, especially with respect to more recent 
publications. One exception may be noted. The effect of the transfer 
of means of payment on monetary demand schedules is mentioned as 
an element in the mechanism of adjustment of the balance of payments 
to foreign borrowing. The suggestion of this element, however, is at- 
tributed to White, though Wilson and Ohlin are mentioned. This part 
of the mechanism has been implied or discussed by quite a long line of 
economists and its importance was probably exaggerated by Nicholson. 
It follows from it that international lending may, under certain condi- 
tions, have a direct effect on relative price levels opposite in kind to 
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that supposed by the Mill-Taussig analysis. This possibility is not 
fully considered when fluctuations in international capital movements 
are discussed. 

The statistical study itself seems to have been carefully done. The 
historical chapters, too, contain interesting and relevant factual ma- 
terial. In spite of weaknesses in the field of history of doctrine, some 
of which have been noted above, the book is an interesting and instruc- 
tive contribution to the literature of inductive verification. 

G. A. ELLioTT 
University of Alberta 


Internationale Kapitalbewegungen. By RAGNAR NurKsE. (Oesterreich- 
isches Institut fiir Konjunkturforschung, “Beitrige zur Konjunk- 
turforschung,” Band VIII.) Vienna: Julius Springer, 1935. Pp. x+ 
248. Rm. 7.80. 

That the author is a true student of the Viennese school is evident 
from the way he presents the problems and underlying assumptions in 
his book. The main point is to find the place for the theory of capital 
movements in the general system of present economic thought or, more 
specifically, in the price theory which uses as its explanation the rela- 
tion of demand to supply. 

The theory of capital movements, as developed in this book, should 
be applicable to any kind of geographical changes in the use of capital 
within a country itself and between different countries. Therefore it 
deals only with money capital used for productive purposes. This lim- 
itation alone narrows the range of the findings very much, since very 
many capital transactions have been made for purposes which cannot 
be called productive in the strict sense of capitalistic enterprise. 

The method used is the purely theoretical method of decreasing 
abstraction—.e., the author starts out with the most simple cases and, 
by complicating his conditions, tries to approach the reality; actual 
events are occasionally used as illustrations. In the first chapter the 
conditions under which capital movements can take place are investi- 
gated. One of them is that the other factors of production, such as 
labor and natural resources, must be immobile. There is a tendency to 
equalize the marginal productivity of these factors in two countries by 
the transfer of the one which can be transferred most easily. Differ- 
ences in risk, or the desire to spread it out, can be another reason for 
international loans. The chapter in which transfer mechanisms are 
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considered explains that gold exports or changes in currency relations 
merely stimulate the flow of commodities by which the loan is trans- 
ferred. 

The heart of Nurkse’s theory is laid down in the third and fourth 
chapter, which deal with the influence of the capital transfer on prices 
and with its consequences on production. His main argument is, in 
brief form, as follows: 

If capital is transferred, but the demand for a certain commodity 
(e.g., machines) remains the same even though the persons (or coun- 
tries) desiring this commodity may have changed, the prices will not 
change. In addition, the exchange relations between the countries will 
not be disturbed. However, if that is not the case, the consequences of 
the transfer depend entirely on the change in the demand. If a capital- 
exporting country A reduces its purchases from the impo-ting country 
B, and B increases its purchases from A, the prices in country A will 
fall and in B will increase. If each of these countries buys more from 
the other than at home, the prices in A will increase so much that gold 
would have to flow in the opposite direction of the capital movement. 
If each country consumes more of its own commodities than of foreign 
commodities, less A products will be bought, whereas the demand for 
B products will increase. The consequent flow of gold from A to B, 
therefore, is rather a result of the change of the real exchange relations 
(barter terms) in favor of B than of the capital transfer as such. The 
price differences between the countries concerned are due to the 
changed demand and not to monetary consequences of the gold move- 
ments. 

These hypothetical cases rest, however, on the assumption that all 
expenditures are made on commodities which can be imported or ex- 
ported according to changes in demand. By lifting this restriction 
Nurkse introduces into his scheme inland commodities, which com- 
prise all goods whose costs of transportation or tariffs prohibit ship- 
ping, and all kinds of services which are usually performed in the place 
of demand. 

A loan from A to B will result in a decrease of the demand for all 
types of commodities in country A and a corresponding increase for 
commodities in B. The total demand for transportable commodities 
may remain the same. Since a part of the new purchasing power in B 
is spent on inland goods, however, the entire movement of money lent 
cannot be transferred in commodities. The increase in demand for in- 
land goods in B will induce entrepreneurs to shift their resources from 
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the production of export goods to inland goods. In this way the prices 
for the former in B will be increased. The opposite will happen in A, 
where production of export goods will increase so that their prices will 
fall. This change of production will result in an increase of exports 
from A to B and a decrease of exports from B to A, enabling the rest 
of the loan to be transferred. 

In a similar way the consequences of changes of the productivity 
and of the volume of savings are discussed. Both of these changes will 
influence the interest rate and cause capital movements, and, according 
to the case, will influence the capital and price structure of the coun- 
tries concerned. 

An extra chapter is dedicated to the influence of the business cycle 
and capital movements on each other. The circumstances under which . 
capital movements increase or decrease business activity are discussed. 
The results obtained are illustrated by a short explanation of the 
American development during and after the war. This explanation, 
however, yields nothing in aspect or description which has not previ- 
ously been known. 

The problems stated above deal partly with constructed conditions 
which, even though theoretically possible, are, however, highly im- 
probable. In this way the author comes to the conclusion that the 
current explanation and observations (e.g., that gold flows in the same 
direction as capital or that the value of the currency of the lending 
country will drop) are only applicable for special cases and cannot be 
used for general theoretical purposes. These cases, however, are the 
most probable cases, so that the traditional ways of explanation still 
retain their usefulness. 

Other shortcomings of the book are due to the theoretical basis upon 
which the whole.work is made to rest. We can find everywhere in the 
work the silent assumption that all savings are necessarily utilized and, 
therefore, that all foreign investments are made at the expense of 
domestic investments. Occasionally we find bank credits mentioned 
which can compensate for these domestic losses in the lender country. 
But the whole argumentation throughout the different stages of ab- 
straction is built upon the assumption of a full use of all monetary 
means. The rather common fact, even under a gold standard, that 
hoards can be liquidated or increased, or the velocity of money other- 
wise changed, has not been taken into consideration at all. 

The same theoretical basis shows itself by the emphasis which is 
laid on savings. The often discussed problem that investments are 
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made only if an increase in consumptive expenditures is expected does 
not seem to be recognized. 

Connected with these problems are the effects of excess capacity 
to produce, which have not beer discussed. The author assumes that 
there is always an equilibrium characterized by prices which allow full 
use of all means of production, so that the conclusions as to the conse- 
quences of changes in production may not be quite compatible with 
reality. 

It would be extremely desirable if the same thoroughness and logic 
of thought as employed in this treatise on international capital move- 
ments were combined with a theoretical background better applicable 
to our present times. Only that could lead to real enrichment of our 
knowledge. 


New York City 


WALTHER LEDERER 


The Interstate Commerce Commission: A Study in Administrative Law 
and Procedure. Part III, Volume B. By I. L. SHaRFMAN. New 
York: Commonwealth Fund, 1936. Pp. xiv+833. $5.00. 

In his series of studies on the Interstate Commerce Commission, 
Professor Sharfman has given an entire volume of over 800 pages to a 
consideration of the subject of rates—the most fundamental question 
with which the Commission has had to deal in its half-century of ex- 
istence. It was the rate situation which called the regulatory commis- 
sion into being, the first problem with which it had to wrestle, and from 
which have come either directly or indirectly all the various regulatory 
questions that have since fallen within the scope of its activities. It is, 
therefore, obvious why the author has devoted a sizable volume to the 
Commission’s rate-making function. His study is so complete and his 
analysis so discriminating that the product is a veritable encyclopedia 
of the history, philosophy, and administrative procedure of federal rate 
regulation. It will be an indispensable handbook to every student of 
this phase of control. 

To comment critically on the survey in a brief review is quite im- 
practicable, and the reviewer must confine himself, perforce, to a few 
selected and outstanding features. It begins with a treatment of the 
problem of the rate level, tracing the guiding considerations from the 
creation of the Commission in 1887 to the present time. 

The first comprehensive rate-advance cases in 1910 revealed to the 
Commission its lack of power to provide the carrier with a fair return 
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and furnished an added incentive to the passage of the Valuation Act 
of 1913. During this period of the earlier “rate-level”’ cases before 1920 
the Commission was by no means a unit as to its responsibility for rail- 
way earnings. Sharfman properly comments that the Commission’s at- 
titude reflected in majority opinion an unwarranted hesitancy to take 
a decided stand in favor of meeting carrier needs. It was the time when 
the Commission was most severely criticized by the carriers in general 
for lack of far-sighted action, and this lack of power or lack of courage 
to assume it was an important influence toward the inclusion of section 
15¢@ in the Act of 1920. With this statute in force the determination of 
succeeding rate-level cases took on a more far-sighted and realistic 
character. 

Sharfman concludes concerning this phase of rate regulation—that 
of providing the carriers with a fair return—that during the period 
from 1910 to 1917 the Commission failed to allow adequately for the 
rising costs of railroad operation but that since 1920 a more favorable 
judgment of the Commission’s attitude is justified. During this later 
period, so he demonstrates, the financial return was maintained on a 
reasonably adequate basis. Then came depression difficulties and the 
Commission’s policies are adjudged to have been as generous as could 
reasonably have been expected. But the statutory rule of 1920 which 
“subjected the Commission’s determinations to adverse judgments of 
an unrealistic and impractical character” has now gone by the board 
and the new rule seems to conform more closely to the policy which 
had governed Commission performance in earlier years. 

Problems of rate relationship or the rate structure have to do with 
specific charges as between different persons, places, and commodities, 
to regulate which was the principal reason for the creation of the Com- 
mission in the first place. In this field the Commission was faced at the 
beginning with practical chaos—a welter of unrelated and unscientific 
rates that had originated through accident, competition, or pressure of 
various kinds. It was the Commission’s job to bring an orderly rate 
structure out of this confusion and to lay down the controlling consider- 
ations that were to guide its future policy. The policy adopted was one 
of piecemeal correction rather than of sweeping reform arbitrarily im- 
posed. Dependence of business upon the existing rate structure was 
fully recognized and carefully considered when changes were in con- 
templation. In its later years, and particularly with the passage of the 
Hoch-Smith Resolution in 1925, the Commission has been occupied 
with comprehensive rate readjustments covering large territories. But 
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even these have accomplished no revolutionary change in relationships. 
They placed a greater emphasis on the distance principle and they 
simplified the rate structure. But they were, after all, only maximum 
rates which the carriers were free to reduce, and were lacking in any 
profound influence toward readjustment of transportation burdens. 
Sharfman concludes: 


By continuous pressure exerted on numerous limited fronts, and through 
a small number of extended proceedings of great importance, real progress 
has been made toward the attainment of a more scientific structure of 
charges. But to judge the Commission’s performance by the advance made 
toward that destination is to misconceive its function. Its task is not pri- 
marily to achieve a goal, but to maintain a moving balance between ideal 
ends and immediate practical considerations. The continuing need of 
regulation is a sign not that the Commission has failed to do its work, but 


that its work in its very nature is never done. 
FRANK Haicu Dixon 


Princeton University 


The Need for Constitutional Reform: A Program for National Security. 
By WituiaM YANDELL Exiiotr. New York: McGraw-Hill Book 
Co., Inc., 1935. Pp. x+286. $2.50. 

A “Constitutional Convention of 1937” to completely recast the 
structure of our government is the vital need of the hour, according to 
this book published in April, 1935, and written by the head of the De- 
partment of Government of Harvard University. The sort of govern- 
ment which this convention should formulate is developed in some de- 
tail, but can be sketched only in major outline in this review. 

Beginning with the smallest units, the author’s advocacy of exten- 
sive consolidations of county and local units is to be noted. He is sat- 
isfied that at least 25 per cent of the cost of local government can be 
saved through such consolidations but does not go into any details, 
either as to the structure or functions of the local units or the sources 
of the expected savings. 

The states the author would eliminate altogether or would curtail 
in functions to correspond with those of English counties. In their 
place regional “‘ccommonwealths” are to be created, corresponding fair- 
ly closely to the present federal reserve districts. These common- 
wealths are to have the duty of carrying out the federal laws, after the 
fashion of the Canadian provinces; and they are to succeed to most of 
the powers of the state governments other than those affecting business. 

Exclusive control over economic development and policies is to be 
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vested in the federal government. There is to be but one business law 
for the entire country and all courts interpreting this law are to be 
federal. Even more extensive control over credit than has been exer- 
cised by the federal government during the depression is envisaged, as 
well as direct participation by the government,'as a partner, in many 
types of business. The labor unions and their practices are to be as 
completely regulated as are business organizations. 

Far-reaching structural changes are advocated to accompany these 
great extensions of the powers of the federal government. The courts 
are to be shorn of their power to hold laws unconstitutional. The Senate 
is to be constituted of representatives of the commonwealths elected by 
their legislators, plus a number of presidential appointees “represent- 
ing different types of expertness or of cultural distinction” and defeated 
candidates for the presidency. It is to be shorn of all power to initiate 
legislation, and with reference to finance and appropriation bills is to 
have no authority beyond holding them up for a maximum period of 
one month. It is to have no voice in appointments, and in the approval 
of treaties a majority vote is to be sufficient. Thus constituted and 
limited, the Senate is expected to become “a body of elder statesmen 
whose duties would be those of revision and supervision rather than of 
political direction,” as advocated by Benjamin Franklin. The House of 
Representatives is to become the major legislative body, but all ap- 
propriation and finance measures are to originate with the president, 
who is also to have authority to veto items in appropriation bills. The 
members of the House are to continue to be elected popularly, but from 
large districts of five members each and for terms of office correspond- 
ing with those of the president. Once during each term the president 
may dissolve the House, if in disagreement with his policies. The presi- 
dent would be popularly elected but from nominees selected by Con- 
gress. He would have authority to appoint his own vice-president, and 
the members of his cabinet (or executive council) would have the right 
to participate (apparently without vote) in congressional sessions. 
But even bureau chiefs and ambassadors are to be selected on a merit 
basis, in a civil-service system divorced from all congressional and 
presidential control over patronage, and each department is to have a 
permanent civil-service head as in England. Flanking the president, a 
hierarchy of advisory councils are to be created representing the depart- 
ments and the expert knowledge and business and financial leadership 
of the country, functioning continuously and with their own permanent 
staffs. 
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The author is careful to say that some of his proposals are only 
“suggestions,” but again and again he emphasizes as fundamentals the 
concentration of all control over economic life in the federal govern- 
ment, the replacement of the states by regional commonwealths, in- 
creased power in relation to legislation by the president, administration 
completely divorced from politics, and a Congress freed from the domi- 
nation of blocs and local interests. 

The author believes that his program represents the only feasible 
alternative to fascism. A strong and unified government has become 
an essential in this age when our economic life is truly national, when 
the people prefer security to equality, and when we can no longer pur- 
sue an isolationist policy in international affairs. 

The significance of this book lies far more in the fact that it reflects a 
strong current of thought in academic circles than in any of the conciete 
proposals. It is probable that not a single politician of prominence 
deems this to be a desirable or feasible program; at all events, none are 
likely to say so. In academic circles, however, this program in its 
broad outlines would, if put to a vote, probably command support 
second only to a policy of less governmental control. 

The reviewer is not in sympathy with this program. I do not regard 
the constitutional changes suggested as desirable, although I subscribe 
to most of the author’s objectives and agree heartily with the premise 
that the efficiency of government is a major limiting factor in the de- 
gree of control which the government should exercise in the economic 
life of the nation. 

I question particularly the validity of the assumption that the re- 
placement of the forty-eight states by regional commonwealths would 
be an improvement. I doubt whether there are twelve or any such 
number of distinct regions in the United States. There are within at 
least most of the regions suggested by the author a considerable num- 
ber of smaller districts which have economic interests very different 
from the rest of the region. The contiguous regions which have identi- 
cal economic interests in all important respects are smaller and more 
numerous than the present states. However logical any regional divi- 
sion of the country may be for one purpose, it is likely to be very illogi- 
cal for other purposes. At this time there are 108 federal bureaus, 
boards, etc., which have regional offices, and no two of these have com- 
pletely identical districts. The National Resources Committee has re- 
cently suggested the desirability of uniform regional offices, but its pro- 
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posed regions fit only the needs of conservation and not the problems 
with which other agencies of the federal government must deal. 

I regard the extreme centralization of control of economic life in the 
federal government to be undesirable, although perhaps preferable to 
the lack of any effective control we now have. Trade unionists, I fear, 
will find it difficult to distinguish between the author’s program to save 
the country from fascism and the control of government by the indus- 
trialists which he considers the essence of fascism. I suspect, also, 
that however much big business may prefer a unified control through- 
out the country, the small business men will not like a system of govern- 
ment by telegraph from Washington. 

To me it has seemed that there ought to be a way to settle the old 
controversy over states’ rights without destroying the states, and yet 
giving recognition to a growing nationalism ‘in our economic life. Of 
all emergency agencies, the most successful and popular have been 
those which have been built upon administrative machinery already 
existing in the states. The contrast between the AAA, whose back- 
bone was the well-developed county-agent system, and the Rural Re- 
settlement Administration, which has attempted to set up an adminis- 
tration entirely distinct from any existing state agencies, is most illumi- 
nating. Why it should. forever be necessary to discuss the relationship 
between the federal and state governments in terms of conflict rather 
than of co-operation, I cannot understand. 

I grant, however, that recent decisions of the United States Supreme 
Court seem to leave no other alternative. If the majority opinion of 
the Court in the AAA case means what the minority thinks it does, we 
have indeed reached a situation that cannot long endure. It is not 
merely that the Supreme Court has confined the state and federal gov- 
ernments within their own trenches, but that it has created a vast 
“no-man’s lanj”’ that neither may enter. If a co-operative attack upon 
our pressing economic problems is barred, we must needs choose be- 
tween complete centralization and forty-eight independent sovereign- 
ties; and if that is our only choice, there is little doubt that the present 
attitude of the majority of the Supreme Court will inevitably lead to 
complete centralization. 

It is this situation which makes this book significant. It is a glimpse 
of the government which probably lies ahead unless the conflict over 
federal and state rights can be settled in some different manner than 
now seems probable. While many of the suggestions of the author are 
novel, his fundamental thesis is one that is now widely being taught to 
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students of government and economic policy in American universities; 
and much as I dislike the prospect, these views represent the most 


probable line of future development. 
Epwin E, Witte 


University of Wisconsin 


Neutrality: Its History, Economics and Law, Vol. 1: The Origins. By 
Purp C. Jessup and Francis DEAK. Pp. xiv-+294; 1935; $3.75. 
Vol. II: The Napoleonic Period. By W. ALISON PHILLIPs and AR- 
THUR H. REEDE. Pp. ix+339; 1936; $3.75. Vol. III: The World 
War Period. By EpGaAR TuRLINGTON. Pp. xvii+267; 1936; $3.75. 
Vol. IV: Today and Tomorrow. By Put. C. Jessup. Pp. vii+237; 
1936; $2.75. New York: Columbia University Press. 

The initial research for this ambitious work on neutrality was begun 
in 1928, the year of signature of the Kellogg Pact. The last three vol- 
umes were published on February 29, 1936, on which date President 
Roosevelt signed the joint resolution amending and extending the 
Neutrality Act of August 31, 1935, to May 1, 1937. Had the implica- 
tions of the Kellogg Pact been taken to heart by its signatories, tradi- 
tional neutrality would have become forevermore impossible. In the 
amended Neutrality Act, Congress in effect consigned the Kellogg 
Pact to the wastebasket by providing for mandatory and “impartial” 
arms and loans embargoes against all belligerents without distinction 
between pact-breakers, pact-observers, and pact-enforcers. In brief, 
when these studies were commenced the United States was in process 
of committing itself to the outlawry of war through a system of col- 
lective action wherein war-makers would violate the rights of all other 
states and would presumably subject themselves to collective con- 
demnation and possibly to collective measures of restraint. As these 
studies are completed the United States is in process of repudiating all 
possibility of collective international action to prevent or suppress war 
and is committing itself to a “new” neutrality aimed at keeping the 
republic out of war through gestures of economic isolationism. In the 
interval “neutrality” has seemingly lost its historical significance as a 
symbol in the name of which citizens of non-belligerent states sought to 
maximize the profits of war trade and has become a symbol in the name 
of which America will attempt to avoid war by minimizing such profits. 

In view of these developments, these studies, theoretically, have 
immediate relevance to a burning issue of public policy. They might 
be regarded as an adventure in “applied” social science. They might 
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be evaluated in terms of their bearing upon legislative and executive 
decisions, past and pending, the more so as Professor Jessup makes 
recommendations apparently designed to infuence public policy. Since 
these decisions, however, are not in the least likely to be influenced by 
the conclusions of these particular social scientists, or of any others 
(the “Brain Trust” myth to the contrary notwithstanding), but only 
by the collective emotionalism of pacifists, patriots, isolationists, and 
internationalists, the reviewer will reluctantly forego the pleasures of 
this type of evaluation and limit himself to an appraisal in terms of 
“pure” social science. 

In the calm and rarefied atmosphere of academic discourse these 
thousand pages will prove interesting as a venture in synthesis. Here 
is an effort to integrate and bring to bear upon a particular problem 
the varied skills of the historian, jurist, economist, and political scien- 
tist. Professor Jessup is an international lawyer, historian, and politi- 
cal scientist. Professor Phillips is a historian of the University of Dub- 
lin. Professor Dedk is a jurist. Mr. Turlington is an attorney and a 
former member of the State Department. Mr. Reede is an instructor 
in economics. Together they attack the problem, and in the final vol- 
ume Professor Jessup endeavors to “draw the threads together” and to 
“bring the whole picture into focus.” Many other social scientists have 
assisted in the gathering of materials and still others have read and 
criticized the manuscripts. The enterprise was directed by a committee 
consisting of Professor Jessup as chairman, and of Professors J. W. 
Angell, J. P. Chamberlain, F. Deak, C. C. Hyde, and J. T. Shotwell. 
The Laura Spelman Rockefeller Memorial supplied the funds. The 
Columbia University Council for Research in the Social Sciences sup- 
plied the auspices. 

The play itself is almost, if not quite, as impressive as this stage 
setting. The authors have brought together the most comprehensive 
array of data relating to neutrality ever assembled in published form. 
In the first volume the history of the law of neutrality is traced out in 
considerable detail and with adequate documentation from the late 
Middle Ages to the eighteenth century. “All of this indicates the high- 
ly artificial and unreal nature of that body of illogical compromises 
known as the international law of neutral and belligerent rights at 
sea’’ (I, 267). In the second volume Professor Phillips, with even great- 
er historical erudition, sets forth the course of neutrality between 1792 
and 1812. Mr. Reede follows with a rather full statistical and eco- 
nomic analysis of the effects of the revolutionary wars upon neutral 
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commerce and industry. Volume III, almost half of which consists of 
appendixes of documents and tables, surveys the course of neutral 
trade and neutral losses from various causes between 1914 and 1918. 
The fina! volume reviews, in somewhat more urbane and sprightly 
style, the contemporary confusion of thought and action anent neu- 
trality. At the end Professor Jessup proposes co-operation among neu- 
trals, on the basis of the Argentine anti-war pact of 1933, to embargo 
all belligerents impartially and thus discourage war and insure neutral 
non-involvement. To use well-worn phrases, this series is monumental 
and will become indispensable to all future students of the problem. 

Lacunae and inconsistencies are partly a result of haste, motivated 
by a desire to influence pending legislation, and partly a result, no 
doubt, of limitations of time, space, and money. It is especially regret- 
table that the war of the American Revolution and the period between 
1812 and 1914 are omitted. Professor Jessup’s concluding statement 
that “the primary object of a neutrality policy is to keep out of war” 
(IV, 212) is somewhat belied by the earlier evidence which suggests 
that the usual object has been profits rather than peace. And his final 
note to the effect that the choice is between profits and peace will be 
acceptable only to advocates of autarchy who believe, with Charles 
A. Beard, that foreign trade and investments can and ought to be 
abandoned and to political isolationists who despair of preventing 
war by a system of collective security. 

But these things apart, the chief source of the deficiencies of this 
series is the fact that the synthesis of the various disciplines represented 
is incomplete and that certain fruitful avenues of approach have been 
neglected or ignored. The collaborators have not in reality thought 
and worked together. Each has brought good bricks to the building, 
but a pile of bricks is not a house. In these pages historical and juristic 
predispositions crowd economics into a corner and leave no place at 
all for the sociologist, the psychologist, and the analyst of group opin- 
ion and of collective interests and symbols. Mr. Reede ably represents 
the economists within the limits of his rather sma!) task, but the inter- 
relationships between the economics of neutrality and the psychology 
and the politics of neutrality are not made sufficiently clear. How, 
why, and in what measure exporters, shippers, bankers, manufacturers, 
and farmers, as well as jurists and diplomats, have at various periods 
shaped neutrality policies and molded opinion are not fully examined, 
despite the lucid demonstration that the logic of the law has been 
peculiarly illogical and the plea for rules of conduct “based less upon 
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logic and theory than upon the real ‘life of the law’ ” (I, 270). Pro- 
fessor Jessup, moreover, is so historically minded as to be obsessed 
with the thought that there is “no new thing under the sun” (Vol. IV, 
chap. iii). In addition, he is caught in the toils of a word which, by 
itself, is a purely legal concept. He wants to preserve “neutrality” — 
perhaps because, by dint of much scholarship, he has come to love it. 
In order to preserve neutrality one must preserve war, for without war 
there can be no neutrality. Professor Jessup, to be sure, makes no plea 
for war. Yet his essentially isolationist position may just possibly be 
a consequence, albeit unconscious, of the subtle magic of a word which, 
historically, has implied for America political aloofness from allegedly 
“{nevitable” conflicts abroad. 

In short, this synthetic and co-operative venture in pure social 
science lacks purity and reveals inadequate synthesis and co-operation. 
In pioneer works such defects can scarcely be avoided. And Chairman 
Jessup is, indeed, quite modest in his claims. Lawyers, he says, have 
often ignored history and historians have ignored law. “This study is 
illustrative of these difficulties but does not pretend to afford an ex- 
ample of their solution” (I, xiv). The study does in fact go far toward 
bridging this particular gap. If it fails to bridge other gaps and falls 
into considerable confusion at the end, the cause lies in the inherent 
difficulty of synthesis and integration. But even half a step forward 
will be welcomed by those who believe, with the reviewer, that scien- 
tific progress in the present state of social science can best be furthered 
by collaboration among scholars across the conventional lines of de- 


partmental specialties. 
FREDERICK L. SCHUMAN 
University of Chicago 


Public Works in Prosperity and Depression. By Artour D. GAYER. 
New York: National Bureau of Economic Research, Inc., 1935. Pp. 
xx-+460. $3.00. 

This volume begins with a brief survey of the history of the proposal 
to stabilize business by rheans of planned public works, together with 
state and federal legislation looking toward the systematic adoption 
of such a policy. In the depression itself changing attitudes toward 
public works are noted. In the first phase of the depression public con- 
struction was regarded chiefly as a means of preventing a decline in 
business. As the depression developed, agitation for public works was 
motivated largely by the desire to provide work for the unemployed. 
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Finally, in the third phase, public works became a part of the larger 
fiscal and monetary policy looking toward inflation. 

It is pointed out that in the first two phases it was not always 
realized that the policy of expansion of governmental expenditures was 
narrowly restricted by adherence to the gold standard, and that any 
attempts to pass beyond those limits would constitute a threat to the 
gold base. Finally, in early 1933, the choice between expansion, looking 
toward a higher price level, and continued adherence to the old gold 
parity, with the danger of further deflation, was made. This decisive 
choice of policy was made clear in the provision in the National In- 
dustrial Recovery Act for emergency construction expenditure of over 
three billion dollars. 

An analysis is made of the public works in the United States in the 
period 1919-34. Local expenditures declined heavily during the de- 
pression while federal expenditures rose. By 1933 nearly 40 per cent 
of the total was made by the federal government. (During the last two 
years it has been slightly above 40 per cent.) 

The author makes a detailed examination of federal construction 
expenditures, the procedure used, the measures adopted to expediate 
public works, the federal emergency program under the PWA, the 
legal and other procedures which caused delay, and the work of the 
National Planning Board which was converted by executive order on 
June 30, 1934, into the National Resources Board. 

With respect to the construction expenditures of state governments 
it is pointed out that for several years before the World War the states 
engaged in relatively little long-term borrowing, either for public works 
or for other purposes. In the post-war period, however, they began to 
borrow largely for bonus payments and public works. Even as late as 
1931 and 1932, when the municipal bond market had almost collapsed, 
state borrowings continued. on a large scale. By 1933 budgetary defi- 
cits were almost universal, except for a few states, including New 
York, Massachusetts, and Pennsylvania. For the first time in many 
years state bonds were defaulted—in Arkansas, South Carolina, and 
Louisiana—and several issues failed of sale. In 1934 the bond market 
improved greatly. 

It is commonly supposed that we have experimented in recent years 
with a great expansion of public works as a means of curing the de- 
pression. This common opinion is quite wrong. Despite the large ex- 
pansion of federal construction the combined federal, state, and local 
expenditures in 1934 and 1935 construction was one billion dollars 
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annually below the level of 1927-30. There are accordingly no facts 
upon which an adequate judgment can be made on the merits of 
planned flexibility in public works. Advance planning had, indeed, for 
the most part been absent. What was done was in the nature of hasty 
improvisation to meet an emergency. The author reminds us that 
there can be no large sudden expansion of public works in the absence 
of prior planning and the provision of “credit reserves.” Federal ex- 
pansion was indeed large but it started from a relatively small base. 
Had local authorities—state, county, and city—expanded in like pro- 
portions, the value of total construction, public and private, would 
have remained at the pre-depression level. 

One of the most valuable chapters in the book is that on “Basic 
Problems of Theory.” Here appears a much-needed and balanced dis- 
cussion of public works as a stabilizing factor. The superficial view 
that public-works expenditures automatically increase employment 
and income regardless of the position of the country with respect to 
international equilibrium, the state of the capital market, the banking 
situation, the government credit, and the attitude of the public toward 
an unbalanced budget is shown to be false. Under certain conditions 
public-works expenditures will prove favorable; under others they 
would be dangerous. The author rightly points out very clearly that 
a country with fixed exchange rates in terms of gold is severely limited 
in the extent of such expenditures unless indeed its currency is under- 
valued. Also a country may wisely practice the policy of an unbal- 
anced budget during depression if the business community understands 
the economics of such a policy and has confidence that the government 
will carry it through in a manner that insures a balanced budget over 
a reasonable long-run period. (For this reason Sweden pursued this 
policy with notable success during the depression.) 

The author rightly lays stress upon public works as a means of main- 
taining purchasing power pending the new normal demand for durable 
goods. One reads between the lines that he is not confident that this 
policy can really “prime the pump.” It has sometimes been asserted 
that “priming the pump” merely means that public-works expendi- 
ture has a “secondary” effect so that its influence on employment 
and income is greater than the amount of the initial expenditure. But 
this is surely not what is meant by “pump priming,” for these second- 
ary effects would gradually fade away when the primary expenditures 
are withdrawn. The “pump is not primed” unless private expansion 
continues after the stimulus is withdrawn. Those who hold that public 
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works really prime the pump must believe that an improved balance 
in the cost-price structure (which a successful public-works program 
would foster) is adequate to keep private enterprise going forward on 
its own momentum. Those who doubt the efficacy of “pump priming” 
hold that sustained recovery must await a sufficient accumulation of 
replacements of durable goods (owing to depreciation and obsolescence) 
and of new capital requirements, arising from the development of new 
products and new industries. But even though one may doubt the 
value of public works as a pump primer, one may still support planned 
flexibility in public works as a means of sustaining purchasing power 
until private investment gets under way. And particularly is this the 
case if one has some confidence that the effects of such a policy upon 
employment and income may, under favorable circumstances, exceed 
the measure of the initial expenditure. 

How important these “secondary” effects may be are discussed by 
the author in terms of the so-called “multiplier” and of the “income 
velocity” concept. This discussion is clarifying but not wholly satis- 
fying. In particular the precise differences and similarities of these two 
approaches and the limitations of each are not clearly detailed. 

’ ALVIN H. HANSEN 
University of Minnesota 


Depression and Reconstruction. By ELEANOR LANSING DULLEs. Phila- 
delphia: University of Pennsylvania Press, 1936. Pp. xii+340. 
$3.00. 

Miss Dulles begins her volume with a consideration of the problem 
of the business cycle, then reviews the events that led up to our present 
difficulty, and concludes with suggestions for the reconstruction needed 
to promote greater stability in the future. Leaving aside the inherent 
weakness of the system, she finds that there are three major types of 
depression causes: first, random precipitating causes, important at the 
peak and trough, such as the Hatry failure in London just before the 
stock-market crash in 1929; second, policy causes which prevent cor- 
rective reactions, such as the failure to solve the broad problem of 
international relations before 1929; and, third, those causes, mainly 
financial, which exaggerate the decline, such as the banking troubles 
of 1931. Of these Miss Dulles considers policy causes most important, 
considering agriculture, the heavy industries, the security markets, and 
the “new era” industrial policy, in addition to international relations, 
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as the major “areas of strain.” In her review of events leading to the 
depression Miss Dulles particularly stresses the failure to liquidate the 
mistakes of the war on the one hand and on the other the increasing 
rate of expansion after the “critical” year of 1926. She considers the 
following to be the major needs for future reconstruction: better knowl- 
edge of the goal toward which production should be aimed and of the 
extent to which the goal has been achieved at any time, a reliable 
monetary unit of account, and adequate control of investment. 

In general this book seems to lack critical analysis. The monetary 
sections are particularly weak. For example, when England left the 
gold standard the resulting outflow of gold from the United States to 
France is said to have “undermined confidence” (p. 187), which seems 
an inadequate reference to a reduction exceeding half-a-billion dollars 
in bank reserves. Miss Dulles advocates a policy of “aggressive neu- 
trality” of credit with a medium of exchange somewhat elastic in vol- 
ume and the gold standard for reasons of confidence (pp. 266, 268, and 
271). There is no recognition that these are likely to be contradictory 
criteria, nor are the reasons for their choice clearly stated. Credit is 
not defined, but we are told that “credit .... springs up outside 

. unpaid balance may generate claims which 
swell the funds available for investment” (p. 310). In this statement 
I can find no meaning. It is unfortunate that the concept of credit is 
not clarified. 

Miss Dulles pictures the economic system as suffering from distor- 
tions, disorders, stresses and strains, maladjustments, disturbances, 
excesses, unsound relationships, inconsistencies, artificial position, ex- 
aggerations, tangles, dislocations, lack of balance, abnormalities, etc. 
I find these words vague both in themselves and in their context. But 
more important is the confused concept of business-cycle causation to 
which they seem to lead. Miss Dulles believes that severe depressions 
result from “changing rates of change” and cites as an explanation of 
our present difficulty the greater range covered by the rates of change 
of individual industries since the war (p. 144), which cause discrep- 
ancies in the economy. But it may be argued that “unbalanced” prog- 
ress of individual industries promotes rather than detracts from the 
balance of the system as a whole. Such an analysis would assume that 
the market rate of interest was inevitably periodically higher than the 
equilibrium rate and that past mistakes increase the present profit- 
ability of new capital. Whether or not this particular argument is cor- 
rect, it is clearly necessary to show that individual “unbalance” in- 
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evitably produces system “unbalance” before an “area of strain,” such 
as international trade or agriculture, can be called a cause of depres- 
sions. In her one attempt to show that individual losses must cause 
losses in the system as a whole she refers to the deductive analysis of 
Professor Hayek without mentioning the special assumptions upon 
which his results depend (pp. 148 and 149). This failure to demon- 
strate causation leaves a considerable part of the material of the volume 
not directly related to the problem of depressions. 

Clearer reasoning would have increased the value of this book im- 
mensely. Miss Dulles is thoroughly familiar with both the recent de- 
velopments in cycle theory and the actual events of the immediate 
past. Had she been somewhat more critical and analytical the worth 
of the already interesting material which she has collected would have 
been vastly enhanced and the volume would have become a real con- 


tribution to a pressing problem. 
HENRY HILGARD VILLARD 
Columbia University 


Cyclical Fluctuations in Commodity Stocks. By Ratpu H. Biopcetr. 
Philadelphia: University of Pennsylvania Press, 1935. Pp. xii+-177. 
$2.50. 

Mr. Blodgett analyzes thirty-five series relating to stocks of raw and 
partly processed materials and of finished products by the method of 
reference and specific cycle analysis developed at the National Bureau 
of Economic Research. He divides his series into twenty stocks which 
tend to have cycles inverted to those in general business and fifteen 
stocks which tend to have cycles positively related to those in general 
business. He concludes that the former stocks—he terms them disparity 
stocks—are held to enable production and consumption to proceed at dif- 
ferent cyclical rates while the latter—he terms them convenience stocks— 
are held to provide for minor and temporary discrepancies between 
production and shipments. The disparity stocks are, on the whole, very 
much larger than the convenience stocks and fluctuate more violently 
during business cycles. The inverted series relating to stocks of raw 
and partly processed materials show a tendency to lead the cyclical 
fluctuations in general business both at revivals and at recessions; the 
positive series relating to finished products show a tendency to lag; 
the remaining series show no tendency to lead or lag. 

Mr. Blodgett’s empirical conclusions as to the behavior of the stock 
series seem well established. But his theoretical explanation of the 
empirical results is largely vitiated by a basic misconception as to the 
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nature of the relationship among stocks, production, and consumption. 
He argues that the inverted nature of certain of the stock series can be 
explained as a result of the tendency for the production of the corre- 
sponding commodities to be relatively stable while their consumption 
fluctuates with general business. But this argument is invalid. Stocks 
represent the cumulative of the differences between production and 
consumption and not these differences themselves. This means that 
stocks decline so long as consumption is above production and increase 
so long as consumption is below production. It follows that with per- 
fectly stable production and perfectly cyclical consumption stocks 
would reach their minimum not when consumption reaches its maxi- 
mum but at the somewhat later point in time when consumption equals 
production—i.e., stocks would be positively related to consumption 
with a lead of a quarter of a cycle or inversely related with a lag of a 
quarter of a cycle, and would show no relation at all if correlated 
synchronously. 

An extension of this analysis would show that in order to explain the 
inverted nature of certain stock series and, in particular, the tendency 
for certain of them to lead general business, the relation between con- 
sumption (assumed to fluctuate with general business) and production 
would have to be exactly the reverse of that postulated by Mr. Blod- 
gett—viz., production would have to fluctuate more violently during 
business cycles than consumption. 

While Mr. Blodgett repeatedly states that for the inverted series 
production is relatively stable as compared with consumption, yet he 
presents no evidence to support this contention. For none of the com- 
modities does he directly compare production, stocks, and consump- 
tion; his method of analysis is rather to present cyclical patterns of the 
same stock series during reference cycles in production or consumption, 
in prices, and in general business. In the opinion of the reviewer it 
would have been far more enlightening if he had instead presented 
cyclical patterns of production, stocks, consumption, and prices during 


the same reference cycles in general business. 
MILTON FRIEDMAN 
Washington, D.C. 


Seasonal Variations in Employment. By CHRISTOPHER SAUNDERS. New 
York: Longmans, Green & Co., 1936. Pp. xii+311. $6.00. 
In this work Mr. Saunders presents a careful study of seasonality of 
employment in Great Britain which is as nearly complete as existing 
data will permit. Data on employment are not directly available but 
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must be derived from the statistics of the unemployment-insurance 
system. The derived figures are admittedly open to some criticism 
(see p. 7). The number employed is secured by subtracting the regis- 
tered unemployed from the total insured. This obviously omits those 
workers not seeking employment during slack seasons. Second, the 
data do not include the non-insured occupations. Third, the data show 
only numbers unemployed, and take no account of part-time employ- 
ment. These weaknesses tend to minimize the severity of the seasonal 
fluctuation. 

Using these data, Mr. Saunders computes indices of seasonal varia- 
tion, using standard methods, for each of the industries for which data 
are available. These include “the motor and associated industries,” 
“the clothing industries,” “the building industry,” “wholly seasonal 
occupations,” and “agricultural occupations.” 

. Statistical measurement is not, however, the principal goal of the 
study. The seasonal indices are incidental to a careful and thorough 
analysis of the causes of, and the remedies for, seasonality of employ- 
ment in each of the industries considered. 

In conclusion it is pointed out that, although seasonal irregularity 
of employment is a much less serious problem in Great Britain than in 
many other countries, it still accounts for between 10 and 20 per cent 
of total British unemployment. This is a large enough part to warrant 
the conscious effort on the part of the government and private indus- 
trial enterprise in bringing about stabilization. The problem is not a 
hopeless one. Cases are cited to show what has been and can be done to 
eliminate seasonal irregularities. There follows a careful résumé of the 
remedies for seasonality which are familiar to students of labor prob- 
lems. 

The book has been ca:efully prepared and should prove a valuable 
addition to the literature on the stabilization of employment. 

J. PARKER Bursk 
University of Pennsylvania 
Earnings of Skilled Workers in a Manufacturing Enterprise, 1878-1930. 

By Evan BENNER ALDERFER. Philadelphia: University of Pennsyl- 

vania Press, 1935. Pp. xi+88. $1.50. 

This brief monograph of eighty-eight pages presents a temptation 
which every reviewer should resist to the death, though many, alas, 
not only succumb to temptation but seem to embrace it eagerly. I 
refer to the common practice of criticizing a work for the very defects 
of its qualities or for failing to possess characteristics which both the 
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author and the nature of the subject indicate that the treatment does 
not have and could not have. 

Thus it would be easy to criticize this thin volume for narrowness, 
for confining itself to one type of skilled worker in one unnamed plant 
in a single industry, for inadequacy of data, and for an overtechnical, 
unimaginative statistical treatment of the minutiae of the employment 
and earnings records of one group of wage-earners. To do this, how- 
ever, would be to miss the whole significance of the work, which lies in 
the very fact that it is a competent statistical analysis of the concrete 
details of the earnings experience of a given group of workers through- 
out a half-century (though the most important materjal covers only 
the period 1895-1930). 

Although the author is quite properly wary of basing generalizations 
and conclusions upon such limited material, certain matters of interest 
do stand out. The essential homogeneity of the group persisted for a 
surprisingly long period, since it was not until 1930 that machinery 
made serious inroads upon the skilled operation which these “shapers”’ 
performed. The vital distinction between wage-rates and annual earn- 
ings appears clearly, as does the difference between unemployment and 
underemployment. Since mechanization was an important factor only 
during the final year of the period under survey, it is perhaps unwise 
to mention the figures of that one year at all; but in so far as they do 
have any validity it is interesting to note that they conform to the 
familiar pattern of falling employment and labor costs with rising pro- 
ductivity and wage-rates. The group was more heterogeneous and an- 
nual earnings varied more widely in prosperity than in depression, 
when both heterogeneity and earnings variations were decreased by 
weeding out the least efficient men and the non-conformists. And, 
finally, it was discovered that earning power, even in such a highly 
skilled, non-mechanized job, began to decline at the early age of 
thirty-one, and that better-than-average earning capacity was limited 
to those workers between the ages of twenty-four and thirty-eight. 


Northwestern University Emo Paut HonMaN 


Insecurity: A Challenge to America. A Study of Social Insurance in the 
United States and Abroad. By ABRAHAM EpstTetn. (3d rev. ed.) 
New York: Random House, Harrison Smith and Robert Haas, 1936. 
Pp. xv+821. $4.00. 

This is a revised edition of one of the leading books on social insur- 
ance written in this country. TRe revision consists of the addition of 
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two final chapters devoted respectively to “The Failure of the Social 
Security Act To Meet the Challenge of Insecurity” and the “Latest 
State Developments in Social Security.” The preceding thirty-five 
chapters have not been changed in any respect from the first edition 
published in 1933. 

These thirty-five chapters were ably reviewed in this Journal (Au- 
gust, 1934, pp. 553-55) by Miss Mary B. Gilson, and it is not necessary 
to comment upon them at length here. They describe in an interesting 
and accurate manner the European experience with social insurance 
and present most forcibly the case for similar legislation in this coun- 
try. While no longer strictly up to date, these chapters must still be 
ranked as one of the two or three best treatises in support of social 
insurance ever written. They are essentially argumentative in char- 
acter and make no pretense of presenting the other side, but are usually 
accurate and but seldom unfair. 

The two new chapters, like the rest of the book, are well written. 
Few writers on economic subjects can match the author in clarity and 
force. 

In these chapters the author is more of a protagonist than ever. He 
does not like the Social Security Act and uses every possible argument 
to discredit this measure. Everything he presents has been published 
before either in general magazine articles or in his own magazine, 
Social Security; but these chapters have the advantage of bringing to- 
gether all of Epstein’s contentions regarding the Social Security Act. 
These represent very nearly all the arguments made by anyone against 
this Act. Conservative and radical opponents alike quote Mr. Epstein 
more frequently than all other critics combined. 

These arguments seem to the reviewer, who is on the other side, to 
represent a repudiation of about everything that Mr. Epstein stood 
for earlier. Some of his arguments are inconsistent with statements 
made in the unrevised earlier chapters of this book. Thus, on pages 
24-29, he lauds the German social-insurance system and the farseeing 
statesmanship of Bismarck, while on pages 677-80 and 692 he charges 
that the Social Security Act follows the unsound German system and 
sharply criticizes ““Bismarckian principles.” In chapter iii he presents 
convincing arguments why both workers and employers should con- 
tribute to social-insurance funds in proportion to pay-rolls, while in 
chapter xxxvi he condemns such “pay-roll taxes” as inequitable and 
likely to increase unemployment. Still more striking are the differences 
between Mr. Epstein’s statements while the Social Security Act was 
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under consideration and his present views. He then lauded the admin- 
istration’s program as “‘the most courageous, the most daring proposal 
that has ever been made” (House Hearings, p. 552). He had nothing 
but praise for the provisions relating to old age security, regarding 
which he told the Ways and Means Committee: “I was not consulted 
except in the old age provisions, and the old age provisions are, happily, 
all right” (House Hearings, p. 571). He dissented from the tax-offset 
plan to promote unemployment insurance (repudiating the testimony 
he gave in support of the Wagner-Lewis bill a year earlier) and pre- 
sented a substitute proposal of his own (Senate Hearings, pp. 470-78); 
but readers of this book will be surprised to learn that this substitute 
did not provide for governmental contributions any more than does 
the Social Security Act, and in Section 3 expressly authorized indi- 
vidual employers and groups of employers to set up their own un- 
employment-insurance systems, whether state laws allowed them to 
do so or not, and without any contributions whatsoever to the pooled 
state funds. Similarly, while he now chides the administration for not 
including compulsory health insurance in its program, he then advised 
against its inclusion lest it endanger the entire program (article in the 
American Mercury, October, 1934, p. 136). 

In all this Mr. Epstein appears to the reviewer to be a tragic figure. 
He has done much for social insurance and, undoubtedly, still sincerely 
wants to advance its cause. He is within his right in changing his views 
and time may prove that his present ideas are sound. But it is evident 
that he is not at all happy in his present company, as he betrays at 


many points in these two new chapters. 
Epwin E, Witte 
University of Wisconsin 


The Se-urity Markets. By TwentieETH Century Funp, Inc. New 

York, 1935. Pp. xxi+865. $5.00. 

The Security Markets is the joint product of about a dozen persons. 
Altogether, says the Foreword, “the Fund’s study was carried on by a 
staff of thirty economists and associates under the direction of Alfred 
L. Bernheim.”’ Despite the title the book deals almost entirely with the 
organized stock markets—the stock-trading departments of our ex- 
changes. Almost necessarily, therefore, it concerns itself principally 
with the New York Stock Exchange and with stock speculation. No- 
where are speculation and investment defined by the authors, but the 
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obvious purpose of the book is to point the way to the protection of 
investors from all speculators, whether lambs or wolves, bulls or bears. 

The book is crammed with a great miscellany of facts, many of great 
interest, many not; some digested, some not. There are clear differ- 
ences in methods and degree of accuracy of treatment of certain sub- 
jects in different chapters. This might be disconcerting to a lay reader 
of such highly technical subjects, and clearly the book was addressed 
mainly to lay readers. Each chapter has a convenient summary and 
the volume has an excellent Bibliography. 

The book describes the structure and functions of security markets, 
points out functional weaknesses and some of the effects of the latter, 
and suggests remedies—largely to be imposed from without. There are 
five parts to the work, respectively dealing with “the functions of the 
security markets,” “the place of the security markets in the economic 
structure,” “the organization and operation of the security markets,” 
information for investors, and stock market control. There are thirty- 
five appendixes, mostly documentary or statistical in character. The 
nub of the volume is chapter xvii in Part V. This gives the conclusions 
and recommendations reached and “endorsed as a whole” by nine of 
the senior staff members and authors of the report. 

On pages 85-94 the Securities Act of 1933 is inadequately discussed 
and, on the whole, whitewashed. An editors’ note tells us that these 
pages were written before the enactment of the Securities Act of 1934. 
It is “observed . . . . that no conclusive evidence exists as to the degree 
to which the Securities Act of 1933 is responsible for the relatively 
small volume of recent security issues, nor as to its influence on the 
future.” The paucity of financing is apparently blamed chiefly on 
other factors, and it is calmly asserted that “the problem of maturities 
is likely to be met under present conditions through extension and 
through bank borrowing rather than by payment in cash or by ordinary 
refunding operations. The latter, of courseemerely defers long-term 
financing to a happier day.”” Happy days came along pretty promptly 
after the enactment of the Act of 1934. It is really difficult to overlook 
such an ex parte treatment of such an important and devastating meas- 
ure as the Securities Act of 1933 

On pages 32 and 663 are given the authors’ views on the functions 
of security markets. They are: (1) to furnish a market whereby secu- 
rities are accurately evaluated “in terms of their investment worth” 
(p. 663), or “as close as possible to investment values, based on present 
and future income-yielding prospects of the various enterprises, capi- 
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talized at the natural rate of interest” (p. 32); (2) to provide ready 
marketability; and (3) to direct and allocate the flow of savings most 
productively for the nation’s economy—the most important function 
of all. The highly organized exchanges, say the authors, have per- 
formed these functions with a high degree of at least mechanical effi- 
ciency, but at too high a price to the public, thanks to uncontrolled 
speculation and manipulative practices. 

Chapter xvii gives the conclusions and recommendations for remedy- 
ing the abuses, shortcomings, and imperfections of our security mar- 
kets. There are fourteen points. Three of them call for governmental 
licensing measures—of the exchanges, of the over-the-counter markets, 
and of investment counsels. Two call, respectively, for federal incor- 
poration of all corporations engaged in interstate commerce and for 
state incorporation laws establishing the same standard as the federal 
law for intrastate corporations. Another, allied in purpose to these 
two, calls for the establishment in these laws of minimum standards 
and conditions of accounting and publication of financial data. Six 
recommendations are concerned with the conduct of security houses 
and Stock Exchange members. They would (1) cause all houses to be 
either brokers or dealers—not both; (2) establish higher qualifications 
for customers’ men; (3) control margin buying by limiting speculative 
credit, basing loans on earning power of stocks (with exceptions); (4) 
control short selling by limiting its volume in individual issues in any 
single session; (5) separate the trader and broker functions of special- 
ists; (6) require full publicity on pool activities. Finally, two recom- 
mendations deal with the subject of information to the public. These 
have to do, on the one hand, with the purification of existing channels 
for dissemination of financial news, and, on the other, with the com- 
pilation and issuance by exchanges or the authorities of a huge volume 
of new statistics. (It is also solemnly suggested that the Stock Ex- 
changes be closed on Saturdays.) 

This chapter was written before the passage of the Securities Act of 
1934. As the book points out, there is considerable similarity between 
some of the recommendations and certain provisions of the Act. There 
can be no doubt in any intelligent person’s mind that many sanitation 
measures were needed in our security markets and in the field of 
corporate practices, and that the Act included some of these. Of the 
recommendations in chapter xvii the reviewer is most in sympathy 
with those relating to specialists and pools. He is least in sympathy 
with those calling for federal incorporation, licensing of this and that, 
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controls by mathematical formulas, such bureaucratic activities as bas- 
ing loans on earning power with exceptions, and the amassing and 
emission of seas of statistics (many of which, if they have any use at 
all, are more likely to have utility for speculators than for investors). 

It is always going to be pretty difficult, by legislation alone, to make 
the world even approximately safe either for investors or for specula- 
tors. Even intelligent analysis of economic facts by all traders, un- 
mixed with emotion—if such a thing were possible—would still be de- 
feated by the uncertainties introduced by political manipulation and 
chicanery. The essence of the problem of control of speculative mar- 
kets is that of controlling behavior and emotions; and one piece of 
news from Washington may generate more sheer wild gambling than a 
thousand customers’ men could start with as many tips. Speculation 
is again rampant, nearly two years after the passage of the Securities 
Exchange Act of 1934. Many stocks are selling at far higher ratios, 
relative to current earnings, than in 1929, though brokers’ loans are 
only about one-ninth as large as at the 1929 peak. The reviewer could 
cite numerous recent episodes which throw striking light on the part 
which emotions, rather than intelligence, continue to play in stock 
markets. 

After all, according to the book under review, in 1930 there were 
between nine and eleven million stockholders in the United States, and 
“there are somewhere between 6 and 10 million bondholders.” How 
many of these are investors? How many of them, whether investors or 
speculators, could analyze a balance sheet or an income statement? 
How many ever saw or studied financial statements of the companies 
whose securities they own, either before or after purchasing? How 
many of them could write an elementary brief on the relative hazards 
to investors, speculators, and society of a governmentally manipulated 
money market and a manipulated market in Radio common, of non- 
standardized corporate accounting and a tax on undistributed corpo- 


rate earnings? 
F. E. RIcHTER 
New York City 


The Rationale of Central Banking. By Vera C. Smitu. London: P. S. 
King & Son, Ltd., 1936. Pp. xii+185. gs. 
The issue between “free banking” and central banking seems to be 
definitely closed today, as the author of this study points out. To be 
sure there existed until last year a measure of free competition among 





BOOK REVIEWS 851 


the banks of issue in Canada while the United States not long ago 
suffered under a system that “lacked the advantages of both central 
banking and of free banking proper,”’ but today central banking ap- 
pears to be firmly established in almost every country of the world. 

Dr. Smith has therefore performed a valuable service to the present 
generation of students by analyzing in this interesting little volume 
the historical process by which the world has arrived at its present 
banking structure. We are inclined to forget that not so long ago the 
merits of free banking (with competitive note issues and an absence of 
governmental regulation) were strongly championed by many writers 
against the school of thought that wished to develop central banking 
institutions such as we know them today. Beginning in England during 
the banking-currency controversy, Miss Smith traces the history of 
this debate through its developments in France and Germany and 
finally carries it up to the American discussions preceding the passage 
of the Federal Reserve Act. 

To a large extent the ultimate triumph of central banking must be 
attributed to political needs and the immobility of human habits, but 
there are also some theoretical arguments in its favor to which the 
author calls specific attention. Failures of issuing banks under a com- 
petitive system impose losses on the poorer classes; competitive issue 
has inherent tendencies to inflation; a large central banking institution 
can do more to moderate a crisis than could a group of competitive 
banks each of which was preoccupied with the task of strengthening 
its own position. And since the war there must be added the ideals of 
conscious monetary management, which urgently called for a central 
institution. Yet it seems clear that the controversy between the free 
bankers and the central bankers was doomed to result in the success of 
the latter at least a century ago. Free banking is only possible when 
there exists what used to be called “an automatic gold standard” and 
that type of monetary system was changing intrinsically fifty years ago 
as a result of the growth of deposit banking. A central bank was neces- 
sary to supervise the monetization of wealth by the commercial bank- 
ing system—and it arose in response to that need. 

To admit this is not to assert that our present central banking 
mechanisms are perfect. Dr. Smith, by her admirable study, has helped 
us to understand how, like Topsy, mechanisms “just growed”—and 
that knowledge should help us to operate and improve them. 

F, Cyrit JAMES 


University of Pennsylvania 
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A Source Book for Medieval Economic History. By Roy C. Cave and 
Hersert H. Covutson. Milwaukee: Bruce Publishing Co., 1936. 
Pp. xx+467. $2.50. 

This volume contains a considerable collection*of translations of 
medieval documents of a very diversified but generally economic nature. 
Many of them are of great potential interest to those American stu- 
dents who, devoid of Latin, are desirous of having a somewhat closer 
knowledge of medieval life than can be obtained from textbooks alone. 
The form of the book, however, is such as seriously to impair its use- 
fulness. Conditions were different in different countries in the Middle 
Ages and were also different in the same country at different times, 
and any notion of the “economic entity” of Europe, which it is the 
avowed design of the volume to convey, certainly cannot be obtained 
from material entered without regard for time, place, or, in any real 
sense, subject matter. The classification given by the Table of Con- 
tents is far from clear. Much, for example, that is essential to an under- 
standing of “Villa and Manorial Organization” is included under quite 
different headings. “Towns and Gilds” make one heading, but “Craft 
Gilds and Industry” are placed quite elsewhere, and a curious dis- 
crimination is suggested between “Wealth and Property.” The book 
would be easier to use if there were in it any list of the documents it 
quotes, but one finds only a section in the Bibliography headed “Pri- 
mary Sources,”’ where are gathered in a glorious company apparently 
all the collections of material from which material has been taken— 
Stubb’s Select Charters, Colby’s and Henderson’s source books, to- 
gether with Domesday Book, Migne’s Patrologiae, the Monumenta, 
and the like. Moreover, a still more serious criticism must be made 
regarding some translations chosen. Modern scholars like Round do 
not, for example, think that Domesday Book enters the carucates of 
villeins but only their plows. Many are the possible pitfalls in the use 
of the term “forest.” It is true that only omniscient commentators 
could cover without some slips so many and such difficult fields of 
specialization, but surely much more time and care were needed than 
is evident here before this interesting collection was offered to prospec- 
tive students. 

N. NEILSON 


Mount Holyoke College 
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AND DEVELOPMENTS 


IN INDOCHINA 





By THOMAS E. ENNIS, West Virginie University 


Perpetual unrest exists between the industrialism of the whites and the 
agriculturalism of the natives in Indochina; and both economically and 
morally the “superiority” of the white man is at stake. This book reviews 
the history of French exploration since 1625 and is particularly concerned 
with the social, economic, and administrative problems which have arisen 
since the military occupation in the 1850’s. A critique of imperialism, it 
contains a striking comparison of the methods of the French, British, and 
Dutch in empire building. 

Mr. Ennis gathered much of this data dur- 
230 pages, $3.00 ing three years’ residence in Eastern Asia. 
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"Joan; under the rule of the totalitarian state, freedom of religion is 
once more being imperiled and the world is anticipating a new and 
perhaps long struggle between church and state. This book is the 
standard treatise on the secularization of politics; it also gives the 
historical background for understanding present problems. Written 
by a Protestant, with a marked fairness, this study cites Catholic 
authorities in criticism of the Papacy and Protestant authorities in 
praise of the Papacy. Dealing with 1§00 years of papal history, it 
answers the questions of what the church has gained and lost by its 
withdrawal from temporal affairs. 
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telephone, with a 


warm and friendly greeting. For across the miles your 


voice is you! 
It’s easy to do and it can mean so much. A few words 


—thougheful, kindly, reassuring—may gladden a day or 
a life. Somewhere today— perhaps this hour 
some one is wishing you'd call. , 
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son. But you cam always be there by 
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